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The Massachusetts Association of Registered Nurses (MARN) appreciates the
opportunity to submit comments on controlling health care costs through proposed health
care payment reform. The leadership and vision of legislative, policy and health care
leaders in Massachusetts have led the way in building a health care system that is more
responsive to the needs of its citizens and provides equal and affordable access to safe,
high-quality care. The ongoing challenge now is a payment system that can contain costs
while ensuring quality driven care that is both effective and efficient care based.

There have been extensive discussions and recommendations on cost controlling
measures including prevention and screening, health education, chronic disease
management, coordination of care, and the provision of community-based primary care.
These are precisely the professional services and skills that RNs, including advanced
practice registered nurses (APRNS), bring to patient care. APRNS, in particular NPs and
Nurse Midwives, are proven providers of high-quality, cost effective primary care. Their
contributions have been widely recognized by patients and the health care community
and are evident in research. According to the American Academy of Nurse Practitioners,
at least 66 percent of NPs practice in primary care settings with 20 percent practicing in
remote rural settings, all of which contributes to filling a gap in the delivery of primary
care.

In order to successfully transform the Commonwealth’s health care system and control
costs, we must have a holistic workforce policy that fully recognizes the vital role of
advanced practice nurses and other providers in the provision of primary care services.
The Medical Home Model that is based on “community-based multidisciplinary teams”
to support primary care demonstrates a commitment to coordinated care among all health
providers, and shifts beyond a treating illness model to that of wellness and prevention. In
Massachusetts, NPs have been recognized as primary care providers and would be
authorized to lead Medical Homes. NP’s skill and education, which emphasize patient
and family-centered, holistic care, make them particularly well-suited providers to lead
the Medical Home Model. We want to be sure that any change in the payment system
design utilizes the expertise of nurse practitioners as primary care providers and that the
payment system reflects NPs on par with physicians for their services.

The growing problem of reduced access to primary care emphasizes the need for greater
incentives for qualified NPs to become primary care providers. A system that reimburses
all primary care providers for the quality care delivered and that does not distinguish
based on title, will enhance access to health care services and substantially boost the
number of providers available to care for individuals and families across the
Commonwealth.

MARN and nurses across Massachusetts are ready to work with policy-makers, industry
leaders, providers and consumers to support and advance meaningful payment reform
that does not discriminate.

Sincerely,

Toni Abraham, President

American Academy of Nurse Practitioners, Nurse Practitioner Facts. AANP Web site:
www.aanp.org/NR/rdonlyres/51C6BCOF-F1C0O-4718-B42F-3DEDC6F5F635/0/AANPNPFacts.pdfUH.
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American Academy of Pediatrics

DEDICATED TO THE HEALTH OF ALL CHILDREN"

The Massachusetts Chapter

Testimony of the Massachusetts Chapter, American Academy of Pediatrics
Health Care Cost Trends Public Hearing, March 19, 2010
David Morales, Commissioner, Chair
Division of Health Care Finance and Policy, MA EOHHS

I am Dr. Carole Allen, a pediatrician at Harvard Vanguard Medical Associates and
President of the Massachusetts Chapter of the American Academy of Pediatrics, testifying
on behalf of our 1,700 pediatrician members across the Commonwealth.

Our Chapter and the American Academy of Pediatrics know that the most effective and
most efficient care for children is that offered through the Medical Home. Indeed, our
Chapter has developed a white paper on the Pediatric Medical Home which | am
submitting as an attachment. In addition I am submitting my personal construct of the
pediatric medical home which gives a visual presentation of the elements of a strong
medical home.

A well trained and experienced pediatrician practicing with a strong support team and
partnering with patients and parents will provide care that meets the IOM’s quality criteria
and that is cost effective because it is built upon a relationship of trust. All payment
mechanisms should reinforce and strengthen these relationships and shore up the
foundation of the primary care practice.

Care management is at the heart of the medical home. Payments need to be adequate to
provide support for care management in the primary care practice. As stated in our white
paper, the medical home “model must facilitate the coordination of complex medical,
social, family support and developmental needs.” It must address problems such as obesity,
asthma, ADHD and other developmental and behavioral health issues, in addition to the
“full range of preventive services that currently form the core of pediatric practice.” For
pediatric patients — especially those with complex conditions - the payment system must
also assure access to pediatric specialists. And programs of demonstrated value such as
Early Intervention must be supported and strengthened. By providing the correct care for
each patient with the best qualified provider, support for these delivery systems will be cost
effective.

As you know, most chronic diseases — heart disease, stroke, hypertension, diabetes — have
their origins in childhood. Because the payoff is so far down the road, many insurers don’t
offer incentives to manage their precursors — such as obesity, which has become an
epidemic. High quality care for children provided through the medical home is
inexpensive and improves outcomes. Indeed, investment in the health of young children is
the best investment we as a society can make for a safe and affordable future.

There is truth to the saying “an ounce of prevention is worth a pound of cure.” It is crucial
to invest in prevention, including oral health and vaccines. The Massachusetts Chapter has
filed legislation to form a trust fund for vaccines as well as to develop and maintain a
vaccine registry (S.2195). We are hopeful that this bill might pass and assure that children
consistently receive recommended vaccines in a timely way.



It is equally important to maintain strong support for public health systems. The Chapter
has worked closely with the MA Department of Public Health on the Mass in Motion
obesity prevention campaign and on prevention of tobacco use and exposure to second
hand smoke among children. We depend upon DPH to set vaccine regulations and
distribute vaccines to our practices. To revamp payment systems but shortchange public
health investments would be foolish and shortsighted.

To contain long term costs, it is important to invest in infrastructure for Heath IT so that
systems and providers can communicate with each other. This would reduce duplication, a
huge source of inefficiency in health care. Most EHR systems are not designed around the
needs of pediatric patients. While the Recovery Act provides funds to states to help with
“meaningful use” EHR implementation, a practice must meet a threshold of 20 to 30%
Medicaid population to qualify. Yet an internal medicine practice can receive funding if
they have just one Medicare patient. To the extent possible, the Commonwealth should
leverage the funds provided for meaningful use to establish supports available to all
providers who care for children.

Remember that the mind and the body are tightly connected- our systems need to support
collaboration between primary care and behavioral health providers. My personal belief is
that carving out mental health care benefits is a mistake. Coverage for behavioral health
management — including individual and group counseling, biofeedback and other effective
treatment modalities - while not providing the “quick fix” of medications, is likely
ultimately to pay off in improved outcomes and reduced overuse of doctor’s offices and
emergency rooms. There needs to be support for families in crisis and for medications
when indicated. The MCPAP program that offers immediate psychiatric consultation to
primary care pediatric practices is a wonderful example of cost-effective acute care
management. This program, currently being downsized, should be supported and expanded.

Regarding Global Payments and Accountable Care Organizations, our Chapter urges that
caution be used. Because of varying and often contradictory incentives, it makes a
difference whether funds are given to a hospital system to then distribute to providers or
awarded directly to a provider system. My bias is that the latter arrangement has a much
greater chance of resulting in both lower costs and healthier patients. But in dealing with
small practices, the devil will be in the details — they cannot be arbitrarily grouped and they
may fare poorly if aligned with hospital systems. So it is important to keep the patient
clearly in mind when designing these systems. Incentives should encourage collaboration,
innovation, and patient-centeredness — ideally provided in the context of the medical home.



American Academy of Pediatrics Hf4gs
DEDICATED TO THE HEALTH OF ALL CHILDREN™ © >
The Massachusetts Chapter

Implementation of the Patient Centered Medical
Home in General Pediatric Practice

Massachusetts Chapter of the American Academy of Pediatrics
Patient Centered Medical Home Working Group:

Gregory Hagan, MD, FAAP, Cambridge Health Alliance

Michael McManus, MD, FAAP, Children’s Hospital Boston
Beverly Nazarian, MD, FAAP, UMass Worcester

Ellen Perrin, MD, FAAP, Floating Hospital, Tufts Medical Center
Matthew Sadof, MD, FAAP, Baystate Children’s Hospital

Implementation of the Patient Centered Medical Home in
General Pediatric Practice

While the concept of the Medical Home was for many years an exclusively pediatric
construct, this model has been adopted in recent years by the primary care
disciplines that care for adults as well.

The bulk of pediatric experience and research regarding the Medical Home has
historically been focused on the care of medically complex children and youth with
special health care needs (CYSHCN). The challenge before us now, as the Patient
Centered Medical Home (PCMH) concept is rolled out across the Commonwealth,
IS to expand our construct to encompass the full range of services provided by
pediatricians for all children and their families.

Pediatricians share with the other primary care disciplines a commitment to the
“Joint Principles of the Patient-Centered Medical Home” * This policy statement
outlines the common, underlying principles that apply to the care of adults, children
and families:

Personal physician

Physician directed medical practice

Whole person orientation

Care is coordinated and/or integrated

Quality and safety

Enhanced access

Appropriate payment

However, the Pediatric Medical Home will necessarily look somewhat different



from the Medical Home envisioned for adult patients. The needs of children and
their families are distinctive and implementation of the Medical Home model in
daily pediatric practice must take these differences into account.

So, within the framework of the established goals and priorities of the Medical
Home, what are the necessary elements for general pediatric practice?

I.  “Children Have Different Preventive Health Care Needs.
Pediatric preventive health care is fundamentally different from adult
preventive health.” 2

“Bright Futures” forms the basis for determining the essential services for children
and families. “The benefit of Bright Futures is that it begins family-centered life-
long health promotion activities that emphasize healthy nutrition, exercise, positive
mental health, injury prevention, healthy sexual development, violence prevention,
and the avoidance of tobacco, drugs, and alcohol. All of these sow the seeds for
healthy adult life styles. These preventive services will have enormous benefits not
only for children while they are young, but doing the right thing for children will
help prevent the adult consequences of obesity, mental iliness and developmental
dysfunction.” ®

This is the care we give. This is the core of what we do. While pediatrics also
involves “Disease Management”, the Pediatric Medical Home must, first and
foremost, support the crucial activities of preventive care and anticipatory guidance.
The model must facilitate the coordination of complex medical, social, family
support and developmental needs which transcend the usual medical “organ system”
or “disease management” model. Our challenges include problems such as obesity
(treatment & prevention), asthma, ADHD and other developmental and behavioral
health issues, but also the full range of preventive services that currently form the
core of pediatric practice.

1. Pediatric Medical Home: Essentials

Providing quality care for children and their families in a pediatrics-friendly medical
home requires that the core elements of current pediatric practice are maintained and
strengthened. But pediatricians know that we must look beyond the purely
“medical” issues confronting our families if we are to truly meet their needs.

Most pediatric practices currently attempt to provide many aspects of the care that
should constitute a medical home, we but face many impediments. Much of this care
is costly, and there is little or no reimbursement to the practice. Examples of this
uncompensated care include:

Coordination with medical and surgical specialists

Coordination with community agencies

Coordination with schools

Coordination with community-based developmental/mental health
assessment and treatment services

Coordination with other community resources

e Phone calls/emails with families



e Managing health insurance/financing issues
e Writing letters/ completing forms

There are inadequate supports available to provide these services in a
comprehensive, coordinated way. Resources are scattered and fragmented. There is
inadequate time for the physician to attend to these “non-medical”, but essential,
aspects of patient care. And many of the skills needed for these tasks lie outside of
the scope of our training.

The task before us is to create a model that allows us to provide the best care in a
comprehensive, coordinated fashion, leading to better outcomes and more rational
use of scarce health care resources.

The strong partnerships that already exist among pediatricians, children and families
must play the central role in defining how these services should be configured,
delivered, measured and financed. The medical home must help families to identify
and access crucial community resources and must coordinate with these resources.
Our model will need to be very flexible in order to fit the many, varied practice
arrangements and communities served: private practices large and small; clinics and
neighborhood health centers; hospital based primary care clinics and pediatric
practices within larger multi-specialty groups.

The Medical Home will consist of a physician-led team and a variety of other
professionals. In addition to the pediatrician, team members could include some or
all of the following: trained care coordinators, nurses, nurse practitioners and other
advanced practice clinicians, nutritionists, social workers, other mental health
professionals, developmental specialists, family advisory groups and community
liaisons. The model must provide and support specific mechanisms that will
facilitate integration and collaboration among these providers of care.

The structure and composition of the team will also need to be flexible, given
variations in practice philosophies, size and structure. Preferably, members of a
team within the practice will perform most of these functions. Smaller practices,
especially in more rural settings, may prefer to develop shared resources.

In addition, in a pediatric Medical Home the care must be family-centered, not just
patient-centered. Family-centered care involves a partnership with families that
respects their expertise and values their input. The entire practice needs to be
family-centered at all points of contact (phones, front desk, etc.). Practices should
solicit input from families, whether by surveys, parent advisory boards, or other
means, not only about the care of their children, but also how the practice itself can
best meet their needs.

I1l. The Care

The physician will provide the medical care in the Pediatric Medical Home, with the
support of nursing. Other members of the team will more appropriately perform
other essential, diverse services based on their expertise and training.



The essential services must encompass, at a minimum, the following:

e Tracking and coordination of routine “Well Child Care” for all children

o Scheduling timely, routine visits according to recommended schedules
(“Bright Futures” and EPSDT)

o Tracking and out-reach to children/families who are behind on routine
preventive care, including immunizations.

o0 Screening, surveillance and implementation of other core elements of
“Bright Futures” and EPSDT screening

e Coordinated, comprehensive care of chronic conditions to ensure consistent
follow-up and quality, including

o Coordination with pediatric surgical and sub-specialty services.

o Coordination with the many non-medical, community-based supports
(Schools, Head Start, WIC, Vendors for Durable Medical Goods,

VNA, etc.) especially for medically complex children and youth with
special health care needs

The following examples illustrate some of the concerns that will need this
kind of coordinated, comprehensive care. This is not an exhaustive list of
chronic pediatric medical problems. The PCMH will need to be flexible

enough to adopt these models to the many other issues that require
coordinated care.)

0 Obesity
= |dentify overweight and obese children and adolescents
= Track and facilitate regular follow-up
= Engage families in the process of adopting healthier lifestyles.
(For example, encouraging physical activity in safe
environments, limitations on screen time and media exposure,
an limitations of sugary beverages)

= Coordinate with Nutrition, sub-specialists, schools and other
community resources

o ADHD
= Coordination of diagnostic materials

= Referral to community resources for psychosocial aspects of
management

= Coordination with schools, therapists and social service
agencies

= Track medication use

= Track follow-up visits to monitor behavioral and academic
progress, growth and BP

o Asthma



= Ongoing asthma education for children and for parents

= Monitor and foster good adherence to “controller” therapy

= Monitor ED visits and hospital in-patient admissions

= Coordination of care with schools, pre-schools, etc.

= Systematic tracking and outreach for annual influenza
vaccination

» Home visits

o Coordination of developmental and behavioral health services

= Routine Screening / surveillance

= Referrals and coordination with Early Intervention

= Referrals and coordination with schools and Special
Education services

= Referrals and coordination with therapists and social
Workers

= Referrals and coordination with specialists in
Developmental Pediatrics, Neurology, Neuropsychology
and Psychiatry

The importance of “getting it right” with regard to developmental and behavioral
issues warrants further emphasis:
There is strong evidence that:

Developmental and mental health problems of children and family
members are among the most debilitating issues faced by families and
children.

The recognized prevalence of these problems appears to be
increasing, among all socioeconomic groups.

Mental health problems of children and family members have a
serious negative effect on parents’ and children’s physical health.
Mental health problems of both children and family members can
have a serious negative effect on the long-term health of the
individuals and the larger community.

Children with chronic physical health conditions commonly
experience serious secondary mental health and developmental
morbidity

Pediatricians have unique access to (especially preschool) children
and their parents. They should therefore have a central role in
coordinating efforts aimed at prevention, recognition, and
intervention.

Local networks of care developed in partnership with therapists,
social work and other agencies, schools and the families themselves
envisioned in the Medical Home model have tremendous potential for
preventing and treating developmental and behavioral problems before
they become chronic and intractable.

Mental Health “carve-outs” are incompatible with the concept of the
Pediatric Medical Home.



Iv. Financing the Medical Home

As Dr. Judy Palfrey, President of the American Academy of Pediatrics (AAP) has
testified before Congress,

“...There is good evidence that appropriate payment of providers will result in
children having better access to comprehensive health services in a medical home.
We are hopeful that as the health reform process evolves, you continue to prioritize
coverage, benefits and access to medical homes through appropriate payment rates
for child health services.” ®

Of particular concern to physicians who care for children is the long-standing
undervaluing of pediatric medicine. “Currently, the average state Medicaid program
pays providers at a rate that is 72% of Medicare rates.”

Pediatric nurses and staff do not work for 28% less than the nurses and staff in
Internal Medicine and Family Medicine practices. Pediatrics practices do not enjoy
discounted leases, medical supplies or practice management services. If quality care
IS to be delivered to children and families, this chronic inequity must be remedied,
bringing Medicaid payment up to parity with Medicare rates.

In general, appropriate reimbursement should include:

Recognition of relevant payment codes and payment for cognitive services

Recognition of expanded care coordination responsibilities

Recognition of new quality improvement activities

Inclusion of the costs associated with the necessary new, up-front investments
(EMRs and registries)

Recognition of the time and resources necessary for initial learning
collaboratives and medical home planning.

The American Academy of Pediatrics recommends the following:

e “All private and public payers should adopt a comprehensive set of medical
home payment reforms that include three components:

1. A contact or visit-based fee component that recognizes and values
evaluative/cognitive services and also preventive counseling based
upon Bright Futures.

2. A care coordination fee to cover physician and non-physician
clinical and administrative staff work (telephone care, on-line
communication, conferences with the “care team”) linked to the
delivery of medical home services.

3. A performance or pay-for-performance fee for evidence-based
process, structure, or outcome measures and paid as a bonus. This
bonus should take into consideration the complexity of the patients
who are in the panel of the practice. In return for this bonus,
physicians should assist payers in addressing such cost centers as
emergency department utilization and unnecessary hospitalization.

e Vaccines and their administration costs must be adequately paid for to exceed
total direct and indirect expenses and updated when new vaccines are



adopted into recommended schedules or when vaccine prices increase.

e Payments should be closely tied to evidence-informed medicine, and methods
used for payment should consider the child’s age, chronicity, and severity of
underlying problems, and geographic adjustment.

e Payment policies should recognize and reward systems of care that promote
continuous and coordinated care “24/7”, including care coordinated between
generalists and specialists, population-based prevention, and should
discourage the use of clinics that provide episodic care only for minor
conditions.

e Competition should be structured so that practices are rewarded for providing
access, service, and quality; cheaper care is probably not better care.

e The Centers for Medicare and Medicaid Services should update the Resource-
Based Relative Value Scale to take into account the value of the complex and
comprehensive nature of cognitive care and practice expenses associated with
the medical home model of care, provide health information technology
support, and create incentives for continuous quality improvement.

e Congress should sponsor ongoing, large-scale Medicaid medical home pilot
projects for children and youth. It should also support an all-payer pilot
project of the medical home model for children and youth. Congress should
evaluate current state Medicaid and CHIP programs and share information
among the states about state programs that are providing good medical homes
for children.” ®

In the event that a global payment mechanism is adopted, the payment needs to be
adequate to incorporate all of the services outlined above. Some practices such as
Group Health in Seattle, have found that they are able to improve access, outcomes,
and patient satisfaction by reducing panel sizes. However, introduction of a
capitated, per member per month payment system (Accountable Care Organizations
or ACOs) in conjunction with reduced panel sizes could have the unintended
consequence of inadequate funding for medical home activities. We must ensure
that payment adequately reflects the value of the medical home services.
“Performance measurement for determining the amount of shared savings or other
financial incentives for ACOs must weight primary care measures heavily rather
than focus narrowly on metrics related to hospital care.”

V.  Quality Measures

Assuring the highest quality pediatric care is a central goal of the Pediatric Medical
Home. A variety of quality measures have been proposed, and on-going quality
assurance will ensure that our patients and families receive the best, evidence-based,
comprehensive care available. The National Committee for Quality Assurance has
developed a set of measures that are becoming widely used. (http://www.ncga.org/)



At the same time, it is critical to bear in mind that the bulk of pediatric primary care
in the Commonwealth is provided by private practitioners in the context of private
practice. These practices are small businesses, already burdened by high costs and
rising overhead. In choosing quality measures, it will be paramount to keep the
processes involved from being overly bureaucratic, time-consuming and costly.

VI. Managing Change

A successful transition to the PCMH will mean significant change and re-orientation
in most pediatric practice settings: private practices, clinic and academic medical
practices. But the goal - high quality pediatric care - is not new. The PCMH concept
applied broadly and implemented wisely will provide the necessary resources and
supports to do what we have always done, but more rationally, more consistently
and with better outcomes.

Implementation of the measures outlined above will be challenging and stressful to
the system, as well as to the individual practitioners. The daily work routine will be
altered to some extent and pediatricians, as a group, will need to become more

comfortable with delegating, coordinating and adopting the role of “Team Leader™.

Pediatricians currently spend an enormous amount of time on tasks that would be
more efficiently performed by others. We know there are ways in which patient
care could be improved, but we often lack the time, training and expertise to manage
the “non-medical” aspects of care. The PCMH provides an unprecedented
opportunity to correct these shortcomings, both by supporting training and collegial
collaboration and by encouraging the development of functional practice teams.
The medical care and over-all patient/family care should be managed and directed
by the pediatrician. But care coordinators should coordinate care. Nursing tasks
should be performed by nurses. Social service issues should be managed by social
workers. Developmental and behavioral health concerns should be addressed by
professionals trained in those areas. In some respects, this change is simply the
restoration of a rational division of labor to the complex care that we oversee, with
the resources needed to make it work.

Change is seldom easy. While the changes may ultimately prove beneficial, we must
proceed deliberately and cautiously. The health of children, families and pediatric
medicine are all at stake.
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Medical Home Concept

Carole Allen, MD
April 19, 2009

The Pediatric Medical Home concept originated in 1967 from the American
Academy of Pediatrics. It was used to describe the primary care physician’s role in
managing care for Children and Youth with Special Health Care Needs. More
recently the description has been updated to delivery of primary care that is
accessible, continuous, comprehensive, family-centered, coordinated, compassionate
and culturally-effective.

The medical home concept is no longer limited to pediatrics. A consensus statement
endorsed in February 2007 by the AAP, ACP, AAFP and AOA stipulated the
principles characteristic of a medical home: a personal physician, leading a team
who collectively take responsibility for ongoing care of patients, using a “whole
person orientation,” coordinate and/or integrate care across all elements of the
complex health care system. Care is facilitated by registries, information
technology, and/or health information exchange and is culturally and linguistically
appropriate. In pursuit of quality and safety, medical homes advocate for patients
and practice evidence-based medicine, using clinical decision-support tools. The
patient/ family is actively participating in decision-making, and feedback is utilized
to be sure that patient expectations are being met. Information technology is used to
support optimal patient care, performance measurement, patient education and
enhanced communication. Enhanced access to care includes multiple modalities of
communication. Payment should appropriately recognize the added value of the
medical home to patients and should reward care management work (including
funding case managers and health coaches) and coordination of care. It should
support use of health information technology for quality improvement and enhanced
communication. It must recognize case mix differences in patient populations.
Payment should reward physicians and care systems for cost effective care and for
achieving measurable and continuous quality improvement.

In my conceptualization, the Medical Home always begins with and revolves
around the patient. Patients are any of us and all of us. They are infants, teenagers,
mothers, fathers, elderly, school aged. They exist within a family and a community,
both of which are important to their health and well-being. Family constellations for
children may vary greatly, including two parents of opposite or same gender, single
or divorced parents, grandparents, foster parents, siblings and step siblings.
Patients’ health needs vary from simple advice on wellness to care of complex
medical and emotional conditions. The Medical Home cares for patients in the
context of their environment, their family and their community.

If you imagine the Medical Home as a house whose occupants are patients, then you
can construct a system of care around them. The system may be as simple as a
single primary care provider or as complex as an entire health care network. Certain
attributes are essential to an effective high quality medical home.

First the home needs a roof. This roof protects patients. In the pediatric world, such
protection takes the form of immunizations, advice to parents, injury prevention



with such methods as car seats and bike helmets, partnerships with schools around
obesity prevention, and other protective measures.

The patients also need a floor upon which to stand (or sit or lie.) The floor supports
them. We do this in medicine by forging relationships, being available when the
patient needs care, guiding parents and grandparents around child-rearing, helping a
new mother to breastfeed her infant, assisting a family through the loss of a member.
Support has always been the mainstay of medicine.

What holds up the roof and connects it to the floor? On one side the pillar or wall is
the relationship between the patient (and his or her family) and the medical
provider. This relationship or engagement is crucial to building trust. As
technology takes an increasingly greater role in medical evaluations and care, there
is a very real danger that engagement will be eroded. Patients need to be able to
trust that their physicians will take care of them, (in the true sense of caring) and
will order only necessary tests and provide necessary but not excessive treatment. A
strong doctor-patient relationship enhances healing and has the potential to promote
health.

The other pillar is the quality of care. High quality comes about with good training
and observational skill of providers and with sharing of best practices. Itis
evidence- and experience-based. It involves minimizing errors and admitting them
when they do occur. The Institute of Medicine describes high quality medical care
as care that is safe, effective, efficient, equitable, timely, and patient-centered A
strong medical home encompasses all of these, is engaged in continuous
improvement that results in measurable outcome improvements.

Now the medical home has a roof (protection), a floor (support), side walls (quality
and relationship.) But how does the care occur? What makes the home strong?
The home needs to sit on a solid foundation. The foundation is the care system
itself — the doctors, nurses, medical assistants, receptionists, and other personnel
utilizing tools such as the electronic medical record, the telephone, the office or
other patient care environment, communications systems linking patients and
providers or providers with each other, data collection mechanisms, medical
research and training. Within systems of care the foundation will include the
provider team, ancillary services and consultants, behavioral and/or social services
supports, health coaches or population management experts, health information
systems, continuous quality assurance systems, and robust communication
modalities, A sound foundation promotes the activity of healing and keeping
healthy within the medical home. Establishment of an individual care plan is a
necessary product of solid foundation, at least for the care of patients with complex
problems. Investment in a strong foundations is necessary to the integrity of the
medical home.

This home needs a door. If the door is open, access is optimal and patients are able
to see the right provider at the right time. The open door serves to welcome patients
and their families into the health care system. In the case of a pediatric practice, the
door may simply be phone call to set up a first appointment or to ask a question that
has been causing anxiety.



The home needs a garden and maintenance to sustain it. The foundation must be
kept strong by nurturing the caregivers through mutual respect, fostering their
learning and collaboration, providing adequate compensation, rest and family time.
In broad systems of health, the public health infrastructure helps to sustain wellness
and prevent catastrophe. It is important to develop and maintain this infrastructure,
both to prevent illness (for example through vaccination programs, clean air and
water, and disease surveillance) and to respond early to emergencies (such as
pandemic flu or biohazards).

Like the patient, the medical home exists within the context of community. The
medical practice needs to connect with other segments of the patient’s life — school,
day care, nursing home, athletics. In the case of children with special health care
needs, the pediatrician needs to interface with specialists, with hospital care, with
school nurses, and, of course, with parents and other relatives.

Health insurance is a mechanism for paying for care. Payment may take various
forms such as fee for service, capitation, or incentive payments. Ideally payment or
insurance promotes the Medical Home for every patient; that is it contributes to
keeping the foundation strong. Good insurers partner with the medical home to
support and protect patients, assist in establishing strong relationships, foster high
quality accessible care, and work with community partners to promote wellness.
Demonstration model medical home projects focus on enhancing the foundation, for
example by providing social workers, care managers, and/or health educators within
a practice, and allowing adequate time and resources or tools for providers and
patients to work together toward a goal of improved health. There is evidence that
proper use of the Medical Home may prevent unnecessary high cost visits, for
example to hospital emergency rooms.

The Pediatric Medical Home f‘,
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Action for Public Health

434 Jamaicaway e Jamaica Plain, MA 02130 e TEL: (617) 524-6696 e FAX: (617) 524-5225 e www.mphaweb.org

\./ Ruth Ellen Fitch, President Valerie Bassett, Executive Director

March 23, 2010

Commissioner David Morales

The Massachusetts Division of Health Care Finance and Policy
Two Boylston Street

Boston, MA 02116

Dear Commissioner Morales:

The Massachusetts Public Health Association urges that population-based prevention of chronic
disease and other illness be central to the analysis of the problem of cost drivers and payment for
public health services be anchored to the policy solutions. We recommend that:

1. The Department of Public Health and population-based public health experts be central to
formulating solutions

2. In recognition of the common benefit of core public health services maintained at
adequate levels, the Commonwealth establish a multi-sector assessment mechanism to
create a Public Health Prevention Fund to pay for an agreed-on set of evidence-based
central and local services.

3. Any central health planning bodies created include DPH and incorporate analysis of
population wide health status analysis in determining needs, priorities and adjustments to
any part of the health system

4. Any payment reform incentivize attention to promoting population health priorities,
health equity, community-based prevention, preventive clinical services, and
comprehensive coordination of care, including support for community health workers in a

range of settings.

The mission of the Massachusetts Public Health Association (MPHA\) is to improve the public’s
health by promoting laws, policies and programs that protect the health of our families,
communities and workplaces. Our focus is on preventing disease and injury. We believe that
everyone has a right to both public health and health care, particularly those vulnerable to

disparities in health status because of race, ethnicity, class, gender, or sexual orientation.



MPHA applauds the attention of the Division and the Patrick Administration to the deeper
exploration and understanding of the cost of health care in Massachusetts and strategies to slow
the steep growth in health care costs by looking at how care is paid for and what can and must be
done differently. This is important not only for the goal of controlling costs in order to maximize
access to quality care for all residents but also to help assure that there are appropriate
government funds available for public health and other critical government services. The lens of
public health, in particular, is key to this question of cost drivers — and to reducing costs.
Therefore it is our strongest recommendation that the Department of Public Health and
population-based public health experts be central leaders in this discussion and in developing
solutions now and in any central planning body, which we think is an important element of the

governmental health infrastructure.

Public health’s body of knowledge about population-based health status, trends, and effective
interventions to improve the health of the overall population as well as specific subpopulations is
essential to understanding of the problem and strategies to the solution. Simply put, the healthier
and more health literate all populations are before they need care, and the better access people
have to the resources for health in their communities in order to prevent and manage disease, the

less unnecessary and expensive care they will use.

Payment for health services is necessary but not sufficient to assure the health of
individuals and the public. Medical care services are only responsible for 10% of
the health outcomes of the public.> So while we recommend that any changes to
payment mechanisms for clinical medical services encourage and reward disease
prevention services and coordinated high quality care, this is not enough. Public
health services like tobacco control and policies like school nutrition and fresh,
healthy food retail access have greater power than access to even the best-
coordinated primary care to affect the health of residents. Yet, in Massachusetts, the
Department of Public Health has been cut by twenty percent over the past twenty
months, while expanded public health care coverage has been largely protected.

This historic trend is in line with historic budget-cutting criteria that protect direct

! McGinnis JM, Foege WH. Actual causes of death in the United States. JAMA. 1993:270: 2207-2212.



services and respond to the key health care and coverage pressures in
Massachusetts, however this strategy of cutting public health weakens the overall
population health and the foundation of a potential rational health system. We

propose a reversal of this trend.

It is time for Massachusetts — both government and key stakeholders — to agree on a
certain base level of population health services, just as we have agreed on a basic
level of coverage and access to care. The recently signed national health reform
includes several important prevention measures, going further than Massachusetts
has yet by establishing a Public Health Investment Fund, a National Public Health
and Prevention Council chaired by the Surgeon General, and Community
Transformation Grants. We have a window of opportunity to change our health
care system into a health system, by similarly cementing true population-based

public health to our health care financing system.

Looking at obesity alone, a single population health issue rated by the Partnership to
Fight Chronic Disease as the top priority to address in order to reduce medical

costs, the costs of inaction are staggering. On a national level, if nothing is done to
prevent obesity, 43% of American adults will be obese by 2018, costing $344
billion in preventable medical-related expenses. Two-thirds of the rise in national
health care spending from 1987-2006 is a result of the growing prevalence of
treated chronic disease.” Massachusetts data parallel these statistics. One in five
Massachusetts adults was obese in 2007 — a rate that more than doubled in the last
two decades; one-quarter of high school students and one-third of pre-schoolers in
WIC programs, so we are on track for increasingly overweight medical costs if we
do not invest more in prevention now. In fact, one estimate is that we could save 9%
of our health care costs if there were no obese adults.® If you compound that by the

savings from other public health interventions such as tobacco prevention and

% Thorpe, K, Ogden, L., Galactionova, K. Chronic Conditions Account for Rise in Medicare Spending 1987-2006.
HA. 23 Feb 2010.

8 Finkelstein E, Trogdon J. Public health interventions for addressing childhood overweight: analysis of the business case.
American Journal of Public Health. 2008,98(3):411-415.



control, the savings rise.

All sectors benefit when public health improves the health of residents; all sectors
pay when the population is unhealthier. It is critical that we collectively finance in
a more sustainable way key public health infrastructure at the local and state level.
We propose that through this process of considering cost control and payment
reform, the Administration establish a Public Health Prevention Fund with funds
from the Commonwealth, payers, providers and employers to pay for a minimum
level of critical evidence-based public health services. A commission could be
appointed to determine which public health services such as health surveillance,
obesity prevention, tobacco control, and environmental health services were agreed
on as core minimum public health services. Such a fund, if preserved to pay for
these agreed-on services, would create a more sustainable mechanism to better
survive public health’s vulnerable position in external budget fluctuations.
Fluctuations which then are passed on as dramatic cuts to public health,
endangering not only the health of residents, but our public health system and also

our ability to sustain paying for preventable and expensive medical care.

I look forward to working collaboratively to promote a healthier Commonwealth and a more
sustainable structure to finance the path to the health equity and health outcomes we can

accomplish through combining population-based public health and health care.

Sincerely,

Valerie Bassett

Executive Director
The Massachusetts Public Health Association
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March 19, 2010

Good afternoon my name is Dr. Aimee Klein. I am a director of the American Physical
Therapy Association and a Clinical Assistant Professor of Physical Therapy at the MGH
Institute of Health Professions. I am testifying for the American Physical Therapy
Association of Massachusetts that represents the physical therapy profession in the
Commonwealth. Our members practice across the spectrum of health care service delivery
settings.

We support the imperative need for health care cost reform in Massachusetts and look
forward to working with the Administration and the Legislature on appropriate reforms to
slow the rise in health care costs while preserving access to care and the consumer’s ability
to choose their own health care providers. We urge caution with any large scale reforms as
the potential for unintended consequences is great. Some proposals have the real potential
to force many small providers out of business. We urge consideration of pilot programs
which can uncover unintended consequences before large scale deployment.

Many of our members practice in settings of 50 or less employees. Thus our members are
being squeezed from all sides in the current health care environment:
o Our members face double digit health insurance premium increases annually
o Our members have seen payment for our services from insurance companies,
and especially from the Commonwealth, decrease relative to broad-based
cost of living indicators
o Each year insurers and the government add more unnecessary
administrative burden. For example, most payers have their own paper form
and process to request approval for treatment.
o The costs of utilities, payroll, benefits, insurance and all other associated
costs with operating a physical therapy practice have increased dramatically.

To bend the cost curve the market dominance of health care monopolies must be reduced.
Small physical therapy and medical practices are the only competition to health care
monopolies. Without adequate support there will be no competition. This will reduce
access to care and it will drive up costs. More small practices will close and be forced to let
go many workers across the state.

Without adequate safeguards, state imposed fee schedules, Global Payment, and Capitation
schemes will further consolidate the health care marketplace. To ensure stability in health



care service delivery any state mandated fee schedule, “Global” payment or pseudo-
capitation payment scheme must contain the following safeguards:
o Allow patients to choose all of their providers
o Develop and deploy quality metrics for hundreds of the most common health
conditions and procedures across the spectrum of diseases and injuries. A
few metrics for a few chronic diseases does not make an “Alternative Quality
Contract” a valid method of improving broad based health care quality.
o There must be strict limits on financial incentives to prevent unwarranted
withholding of care.
o The Commonwealth must closely monitor the hundreds of disease and
medical procedure metrics for both over-utilization and under-utilization.
o Fee schedules must address prices, ensure appropriate access to all services
physical therapists offer, and daily caps on payment should be removed or
raised to ensure fees for low cost providers are not drastically reduced.

Physical Therapists save the health care system many times over the cost to provide
physical therapy. We decrease the need for surgery and imaging. Our successful treatment
enables patients to stop using expensive and risky medications. Barriers to accessing a
physical therapist should be eliminated. These barriers are both administrative and cost.
Many insurers and the Commonwealth force patients to needlessly spend money to see
their primary care provider in order to access a physical therapist. This adds costs and
delays access to treatment. Oftentimes physical therapists can quickly and inexpensively
resolve an injury or condition without the need for other health care services. Delays in
obtaining physical therapy can complicate recovery and result in more lost time from work.

The APTA of Mass. supports the Small Business Health Insurance Group Buying
Legislation- H.3452/ S.466 We believe this will level the playing field and reduce some of

the burden on many of our member who own small practices.

We support full transparency in health care costs and pricing. Consumers should know
both their out-of-pocket costs and the cost of the services paid by the insurer, preferably
BEFORE the service is provided. Empowering the consumer with price transparency will
facilitate market forces to drive savings.

Electronic Medical /Health Records should be both interoperable and accessible by all
health care providers who are caring for a patient regardless of the setting. Limiting access
or placing barriers to accessing a patient’s medical record by all providers results in poor
communication, increased utilization of services, and less than optimal outcomes.

The American Physical Therapy Association of Massachusetts is happy to work with the
Administration and the Legislature to tackle these difficult challenges. Thank you for the
opportunity to represents the views of the profession.

American Physical Therapy Association of Massachusetts
Telephone: 617-532-0344
Email: aptaofma@aptaofma.org




March 19, 2010

David Morales, Commissioner

Division of Health Care Finance & Policy
2 Boylston Street, 5" Floor

Boston, MA 02116

The Honorable Martha Coakley, Attorney General
One Ashburton Place
Boston, MA 02108

Dear Commissioner Morales and Attorney General Coakley,

| am writing this letter on behalf of the Greater Boston Chamber of Commerce to provide testimony
in response to the Health Care Cost Trend Hearings. The Chamber is a broad-based association
representing more than 1,500 businesses of all sizes from virtually every industry and profession in our
region. We offer a wide array of services, including public policy advocacy for our business members.

The Chamber believes that steps should be taken to expand the availability of lower-cost health
insurance options for businesses and to make the health care system more efficient. Specifically, we note
that MGL c. 176J places certain limitations on the pricing of small group and individual health benefit plans.
We urge the Legislature to amend MGL c. 176J, § 3 to allow certain rate adjustment factors (e.g., wellness
program rate discount and tobacco use rate discount) to extend beyond the 2 to 1 rate band. Also, we
believe that the current 2 to 1 rate band should be reexamined to determine whether or not this ratio is
hindering the development of lower-cost and more creative health plans than those that are currently
available to small businesses.

The Chamber supports the following elements of Governor Patrick’s proposal that would address
structural causes of rising health care costs: the establishment of an annual open enrollment window for
individual purchases of health insurance, the requirement of limited-network health insurance plans, and a
moratorium on new mandated benefits. We also think that the notion of creating a reinsurance pool to
address the issue of high risk individuals deserves consideration.

The Chamber opposes measures such as rate setting, rate caps, or rate freezes, which would not
address the structural causes of rising health care costs. Rate setting measures risk politicizing health care
delivery and artificially limiting health care innovation. Instead, health care cost containment should focus
on measures that make the health care system more efficient, and improve consumers’ ability to choose
lower-cost health care options. We believe that focus should be placed on reforms that would enable
health insurers to offer businesses a wider range of plans to choose from than is possible under current
law.



Thank you in advance for your time and consideration of the Chamber’s position on this important
matter.

Sincerely,

Jim Klocke

Executive Vice President

Greater Boston Chamber of Commerce
265 Franklin Street, 12" Floor

Boston, MA 02210



To Whom it May Concern:
| just finished reading the MAASC testimony for the DHCF.

| am one of the partners in the East Bay Surgicenter, an Ophthalmology single specialty ASC in
Swansea Ma.

A freestanding ASC such as this, is best type of facility for my patients and for me. The facility is
pleasant and inviting for patients. The staff is responsive and takes utmost care of our patients.
The environment while professional, is not as imposing as a hospital and patients are much more
relaxed.

Most importantly, the staff is superbly trained and the equipment is state of the art. | don't have to
beg the hospital for a new piece of equipment and | am not always training new and
inexperienced surgical techs. | can provide exceptional care for my patients much more efficiently
and at a lower cost than at a hospital OR or hospital owned ASC.

| strongly believe restrictions on the development of new ASC's in Massachusetts should be
abolished. Hospital OR's are dinosaurs for modern cataract surgery and for many other
outpatient procedures.

Sincerely,

Joseph J Levy, MD, MPH
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MASSACHUSETTS ASSOCIATION OF
AMBULATORY SURGERY CENTERS (MAASC)
3550 MAIN STREET, SPRINGFIELD, MA 01107
Tel. (413) 788-9700 Fax (413) 788-9744

TESTIMONY SUBMITTED TO THE

DIVISION OF HEALTH CARE FINANCE AND POLICY

REGARDNG PUBLIC HEARINGS ON

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

MARCH 16, 18 AND 19, 2010

The Massachusetts Association of Ambulatory Surgery Centers (MAASC) is the only Commonwealth
of Massachusetts organization devoted solely to promoting the interests of freestanding ambulatory
surgical centers. MAASC members include multispecialty, single-specialty, and laser surgery centers
located across the state, and provide care to more than 250,000 patients annually. They are state
licensed, Medicare certified and accredited by the Joint Commission Accreditation of Healthcare
Organizations (JACHO), the Accreditation Association of Ambulatory Health Care (AAAHC), or the
American Association for the Accreditation of Ambulatory Surgery Facilities (AAAASF).

The MAASC is submitting this testimony regarding findings on outpatient surgical costs detailed in the
Division’s report Massachusetts Health Care Cost Trends Part 111: Health Spending Trends for
Privately Insured 20006-2008, released in February, 1020. Specifically, that report found during that
time period:

o 2% of all health care spending was in ASC’s, where 23% of all health care spending was in
HOPD’s.

e Spending in ASC’s declined14% as ASC’s closed, affiliated with or were purchased by
hospitals.

e Spending in HOPD’s increased by 26.4% during the same period.

e Outpatient care in Mass is now almost entirely hospital based and may be responsible for an
increase in overall healthcare spending.

e One area of particular concern — and opportunity — is the wide variation in prices paid by private
insurers for the same service by different providers across the state.

These decreased revenue trends for freestanding ASC’s have been borne out by MAASC member
facilities, four of which submitted written testimony for this hearing, at the Division’s request.

Frankly, these findings are not surprising to the MAASC. This is the message the MAASC has been
delivering to state policy-makers for over 20 years. Outpatient care provided in hospital based or
affiliated facilities is expensive because it carries the hospital overhead. These exact same procedures
can be safely and effectively delivered at freestanding ambulatory surgery centers (ASC’s) for a
fraction of the cost.



Freestanding ASC’s provide high quality, cost effective outpatient diagnostic and surgical care. In
addition, they cost less than hospital outpatient Departments (HOPD’s) and hospital based or affiliated
outpatient facilities. This is because Medicare only pays ASCs a portion of what HOPDs receive for
the exact same services. For 2009, it is estimated that ASC reimbursement will only be 59% of HOPD
reimbursement. Attached please find a list comparing ASC and HOPD rates for Medicare’s top 10
highest volume outpatient procedures. Medicaid and private health insurers realize savings too, because
all provider rates are based on Medicare. Consumers save too, with lower co-pays and deductibles.

The problem is that only a handful of freestanding ASC’s exist in Massachusetts. In fact, at only 65
licensed facilities, Massachusetts has the lowest number of ASC’s in the nation. This is due to outdated
laws and regulations that restrict the growth of existing ASC’s and impede the development of new
facilities. Since 1995, the DPH Determination of Need (DoN) Program has had a “no need, no file”
policy for freestanding multispecialty ASC’s. This means, in essence, do not bother filing, you will not
be allowed to build. Single specialty ASC’s faced similar obstacles. The association’s longstanding
efforts to repeal these restrictions have been useless. All we have heard back is how the state needs to
protect the hospitals by limiting competition, and how the hospitals need the outpatient revenues to
offset losses in other, less profitable lines of service. With Massachusetts having the highest health
care costs in the nation, this makes no sense.

Anti-competitive practices by the hospitals have also become increasingly common. Some hospitals
will require physicians to agree to refer patients only to that hospital or affiliate as a condition of
receiving medical staff membership or privileges, or will deny such privileges to physicians who have
ownership interests in freestanding outpatient facilities. Anecdotal evidence also indicates that some
ASC’s have been denied the opportunity to participate in certain insurance products without
explanation. These practices only serve to further threaten the viability of freestanding ASC’s, and are
counterproductive to the Commonwealth’s efforts to rein in the cost of outpatient care.

The Department of Public Health has the opportunity to turn this pattern around. Subsequent to
passage of Chapter 305 of the Acts of 2008, which required state licensure of freestanding ASC’s, DPH
regulations governing the DoN formula for new single and multispecialty ASC’s are currently under
consideration, for the first time since 1994. DPH could take a stand and eliminate its current “no need,
no file policy” for multi-specialty ASC’s. That would help level the playing field for all providers of
outpatient services. So would changing current regulations that allow hospitals to build ASC’s under
$25 million without a DoN, while a moratorium exists for new freestanding ASC’s. Both of these
changes would encourage the growth of high quality and cost effective outpatient facilities. Moreover,
both could implemented quickly, without legislative approval.

Another goal of the MAASC that would reduce the cost of outpatient care is expanded MassHealth
contracting. The MAASC has been seeking Medicaid contracting privileges for over 15 years.
However, long-standing Medicaid regulations restrict contracting to licensed, multispecialty entities.
The reason for the exclusion of single specialty ASC’s is unknown. What is known is that, based on
the experiences of the few freestanding ASC’s that do have contracts, MassHealth could save
approximately 60% in reimbursement rates, depending on the facility and specific procedure.
Moreover, by expanded contacting with ASC’s, MassHealth would decrease wait times and increase
patient access to high quality, conveniently located outpatient surgical and diagnostic services.

For outpatient services, a little competition will go a long way toward reducing cost without
compromising on quality. We urge the Commonwealth to continue its efforts to reverse the trend of
unsustainable healthcare cost increases, while taking advantage of the aforementioned non-legislative
opportunities to reduce the cost of outpatient care.



CPT |Description | Specialty 2010 2009 % Change

Code rate rate

66984 | Cataract surg | Opthalmology $962.44 | $964.70 | -.02%
w/iol, 1 stage

43239 | Upper Gl Gastroenterology $369.45 | $392.07 | -5.8%
endoscopy,
biopsy

45378 | Diagnostic Gastroenterology $380.23 | $398.85 | -4.7%
colonoscopy

45380 | Colonoscopy | Gastroenterology $380.23 | $398.85 | -4.7%
and biopsy

66821 | After cataract | Opthalmology $234.03 | $258.60 | -9.5%
laser surgery

45385 | Lesion Gastroenterology $380.23 | $398.85 | -4.7%
removal
colonoscopy

62311 | Inject spine | Pain $295.98 | $307.09 | -3.6%
I/s (cd) Management/Neurology

64483 | Inj foramen | Pain $295.98 | $307.09 | -3.6%
epidural I/s Management/Neurology

64494 | Inj Pain $102.38 | $212.55 | -51.8%
paravertebral | Management/Neurology
fintl/s 2 lev

64493 | Inj foramen | Pain $288.44 | $307.09 | -6.1%

epidural f jnt
I/s 1 lev

Management/Neurology




CPT | Description Specialty 2010 ASC | 2010 %
Code Rate HOPD Differe
Rate nce
66984 | Cataract surg w/iol, | Opthalmology $962.44 | $1,637.15 |41.2%
1 stage
43239 | Upper GI Gastroenterology | $369.45 | $589.55 |37.3%
endoscopy, biopsy
45378 | Diagnostic Gastroenterology | $380.23 | $613.74 |38.0%
colonoscopy
45380 | Colonoscopy and Gastroenterology | $380.23 | $613.74 |38.0%
biopsy
66821 | After cataract laser | Opthalmology $234.03 | $357.35 |34.5%
surgery
45385 | Lesion removal Gastroenterology |$380.23 | $613.74 |38.0%
colonoscopy
62311 | Inject spine I/s (cd) | Pain $295.98 | $485.34 |39.0%
Management/Neur
ology
64483 | Inj foramen epidural | Pain $295.98 | $485.34 |39.0%
I/s Management/Neur
ology
64494 | Inj paravertebral f | Pain $102.38 | $172.28 |40.6%
jntl/s 2 lev Management/Neur
ology
64493 | Inj foramen epidural | Pain $288.44 $485.34 40.6%
fintl/s 1lev Management/Neur

ology
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Behavioral
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Systems, Inc.

115 Mill Street
Belmont, MA 02478
Phone: 617-855-3520

Michele Gougeon
President

David Matteodo
Executive Director

Members:

AdCare Hospital
Arbour Hospital
Arbour-Fuller Hospital
Arbour-HRI Hospital
Boumewood Hospital
McLean Hospital
Pembroke Hospital
Westwood Lodge

Associate Members:

Anna Jaques Hospital
Bayridge Hospital

Baystate Health System
Berkshire Health Systems
Beth Israel Deaconess
Brockton Hospital

Cambridge Health Alliance
Cape Cod Hospital

Caritas Camey Hospital
Caritas Good Samaritan
Caritas Holy Family Hospital
Caritas Norwood Health System
Caritas St. Elizabeth's
Children's Hospital

Cooley Dickinson Hospital
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Testimony to the Division of Health Care Finance and Policy
Re: Health Care Provider and Payer Costs and Cost Trends
Presented by: David Matteodo, Executive Director
Massachusetts Association of Behavioral Health Systems
March 19, 2010

On behalf of the Massachusetts Association of Behavioral Health Systems (MABHS), I
appreciate the opportunity to testify before the Division of Health Care Finance and Policy
regarding Health Care Provider and Payer Costs and Cost Trends. The MABHS represents
47 inpatient mental health and substance abuse facilities in the Commonwealth, which
collectively admit over 45,000 patients annually. Our hospitals provide the overwhelming
majority of acute inpatient mental health and substance abuse services in the
Commonwealth. The MABHS is also represented on the Health Care Cost and Quality
Council Advisory Committee and the MassHealth Payment Policy Advisory Board.

By way of background, the Massachusetts inpatient mental health system has about 2,500
private acute psychiatric beds and approximately 650 Continuing Care beds operated by the
Department of Mental Health. The private beds are generally run at an 80-90% occupancy
rate and the payer mix is between 60-70% Medicare and/or Medicaid, with the remainder
private insurers. The average length of stay in our facilities is about 8 days. Recently in
Massachusetts we have seen some child and adult beds close; however four Geriatric
Psychiatry units have opened and a child unit expanded. By April, DMH will have closed
approximately 175 beds over the past year.

Thus, our inpatient mental health system in Massachusetts is surviving in the current
unprecedented economic crises, yet it is very fragile. Behavioral Health is Underserved:
Underfunded: and Over-Managed. Access in certain parts of the state can be very difficult;
many rates for inpatient mental health are 20-30% below costs; and many insurers,
including MassHealth use “Carve Outs” to contain costs by micro-managing admissions
and length of stay. The behavioral health field has to continually advocate for equity,
whether through Parity laws or Electronic Medical Records (where the recent Federal
Stimulus legislation only applied to acute hospitals and physicians).

Given these issues with behavioral health, there are many opportunities for improvements
in integration, cost savings, and advancing the health of consumers. The lack of integration
of physical and behavioral health provides an opportunity for significant improvement: the
Massachusetts Child Psychiatry Access Project (MCPAP) is one such example of
integration. MCPAP brings the expertise of a psychiatric consultant to the primary care
physician and helps provide more rapid assessment and possible intervention. Programs
like MCPAP could be created and expanded. Better integration could dramatically help the
serious mentally ill achieve better health as currently, the life expectancy for the these
individuals is more than 20 years less than for the general population. Cigarette smoking,
obesity, diabetes, and lack of physical activity are all factors that come into play for reduced
life expectancies. Thus, both the lack of integration as well as the disparity in health status
represents a significant opportunity for improvement going forward.



In the area of cost savings, lower administrative costs and more self-management by
providers would provide more resources for direct care. Ideas mentioned at today’s hearing
such as Shared Savings between providers and insurers would better help target incentives
toward direct care providers. Another valuable idea mentioned this morning that could be
effective in behavioral health was Outlier Management; whereby the insurer and the
provider would focus more on containing the costs of the high-utilizers verses the current
micro management of almost all patients.

In summary, behavioral health is an area that should be included in any kind of Global
Payment system. And, once incorporated in a new global payment system, Behavioral
health should be adequately funded; have benefit levels maintained; and have sufficient
numbers of participating providers in the network. In order to adequately deal with the
current issues in this field, behavioral health needs to be a priority for the public, insurers,
and non-behavioral health providers.

We look forward to continuing to work towards improvements in the Massachusetts health
system. Please feel free to contact me should you need any further information.

Thank you.
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March 26, 2010

David Morales, Commissioner

Division of Health Care Finance and Policy
2 Boylston Street, 5th floor

Boston, MA 02116

Dear Commissioner Morales:

On behalf of the Massachusetts Association of Health Plans (MAHP), which represents 11 health
plans that provide coverage to approximately 2.2 million Massachusetts residents, I am writing
with regard to the recent public hearings that the Division of Health Care Finance and Policy (the
Division) concerning health care provider and insurer costs and cost trends.

MAHP and its member plans have been strong advocates for increased transparency around
health care cost and quality information. We applaud the Division and the Attorney General for
the recent reports examining health care costs and health care cost drivers. MAHP and its
member health plans were strong proponents when these hearings were proposed and we
commend the Division on the breadth and depth of these hearings. The reports and the hearings
are essential to shining a spotlight on underlying health care costs and requiring health plans,
hospitals and physician to answer the questions answer the question, "Why are their costs going
up?" and "What are those entities doing about it?"

Keeping health care affordable is #he challenge facing all of us in the health care system and we
recognize that rising health care costs have fallen particularly hard on small businesses and their
employees. The current rate of growth is unsustainable. As the Division's and the Attorney
General's reports have noted, health care costs far outpace the national average and provider
prices and the market clout of certain providers are responsible for almost all of the increases in
health care costs over the last several years.

Health insurance premiums and medical costs are inextricably linked. As the reports have noted
the major contributing factor to the increases in premiums has been the rising cost of medical
services charged by providers. As the Division's and the Attorney General's reports noted, the
bulk of the premium dollar — nearly 90 cents — pays for medical services such as doctor visits,
prescription drugs and hospital stays and other services that directly benefit consumers. Any
serious discussion about keeping health care affordable needs to start with what we pay for
medical care.

As the Division turns its attention towards solutions for making health care affordable, we would
like to offer a series of short- and long-term approaches for the Division to include in its final
report:

Pass the Affordable Health Plan. Legislation — House Bill 4452 — filed by Senator Richard
Moore and Representative Harriett Stanley would provide small business rate relief by limiting

40 Court Street, Boston, MA 02108
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provider reimbursement rates — the underlying reason for higher insurance rates — as well as
insurer profits. It is the only proposal on Beacon Hill that would cut small businesses' health
care costs and provide a more affordable option for all small employers — at a savings as high as
22 percent over current premiums.

Encourage High Value Networks. State regulations and the market power of certain providers
make it difficult to offer select networks based on the quality and efficiency of doctors and
hospitals. Some large provider systems require including all hospitals and physicians in
contracts. The report should include recommendations for statutory changes that would end this
practice and would ask the Division of Insurance ease current rules that limit the ability to
develop select networks of high value, low cost providers that would provide more affordable
options to small businesses.

Revise the Rules for Purchasing Individual Coverage. Currently, individuals can wait until
they get sick and need care to buy coverage and then drop it after completing treatment. This
"jumping and dumping" has led to increased costs for small businesses because they are grouped
together with individuals when setting premium rates. We would ask that the final report include
a recommendation that the state establish an annual open enrollment period to end this practice.

Create a Statewide Health Care Planning Process. Increases in the supply of MRIs, CT
scans, and other technology have led to increased demand and expansions by academic medical
centers into suburban communities have increased prices by steering patients away from
community hospitals despite research that community hospitals offer comparable, if not superior,
care in a more cost-effective setting. Often, the expansions of services, technologies and
facilities are approved without the state reviewing their effect on the statewide health care
system. We would ask that the final report include a recommendation for a process to plan and
coordinate the availability and delivery of health care services within the Commonwealth so that
these expansions will not duplicate existing services and increase costs.

Payment Reform. Reforming the payment system is needed to rein in health care costs in the
long-term, but is expected to take up to five years. The state could begin the process. We would
ask that the final report include recommendations that the state begin by setting clear
performance goals and benchmarks for reducing state per capita health care costs to no more
than the national average and outlining measures to ensure that payment reform does not lead to
higher prices and further provider consolidation.

We appreciate the opportunity to offer our comments and we look forward to working with the
Division on this crucial issue.

Sincerely, A

H ;
d{}vﬁ,ﬁ; S ' '\w{ J

Lora Pellegrini
President & CEO
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Every physician matters, each patient counts.

The Massachusetts Medical Society wishes to offer the following commentary relative to the reports as
issued.

With regard to Massachusetts Health Care system in Context”

Page 3 of the report “Fee for service payment methods, which offer few incentives” is unsourced. While
there has been discussion regarding this issue, the report issued by the Attorney General indicates that
utilization was not the significant driver of cost. Consequently, while future payment reform should
include incentives for coordination of care and providing cost effective care, there will likely be a role for
fee for services within payment models as is currently used in several organizations within Massachusetts.
Likewise the Attorney General’s report

Cost of care cannot and should not be looked at in isolation. Quality of care is an essential aspect of an
effective health care system. MHQP says that quality healthcare is, as explained by the Institute of
Medicine, means treatment and care that are:

e Safe. Treatment helps patients and does not cause harm.

e Effective. Research shows that treatments have positive (good) results.

e Patient-centered. Healthcare providers (doctors, nurses, and others) treat all patients with
respect. This means taking into account each patient's values about health and quality of life.

e Timely. Patients get the care they need at a time when it will do the most good.

e Efficient. Treatment does not waste doctors' or patients' money or time.

e Equitable. Everyone is entitled to high quality healthcare. This includes men and women of all
cultures, income, level of education, and social status.

MHQP data demonstrates that, statewide, Massachusetts physicians excel, performing above the NCQA

national average on 28 of 29 measures. On 15 out of 29 measures they score above the NCQA national
90th percentile (Note: see last page of this report for more detail on these measures).

According to The Commonwealth Fund’s State Scorecard Summary of Health System Performance
presented by Stephen Schoenbaum during the AG hearings, Massachusetts ranks in the top quartile
overall with an overall rank of 7 and scores in the top quartile for access, prevention and treatment,
equity, and healthy lives. Although Massachusetts scored in the bottom quartile for avoidable hospital
use and cost, the states ranked first and second on this dimension of the scorecard, Utah and Idaho, scored
in the bottom two quartiles for access, equity, and prevention and treatment on the health system

1



performance scorecard. (Note: The Commonwealth Fund’s website lists Idaho as ranking 45™ for access
and 49" for equity while Utah ranks 45" for equity--see exhibit 2 on the last page for the slide with all of
the states rankings by quartile from the AG presentation).

On page 7 it is noted that Massachusetts health spending as a percent of GSP is “near the middle of the
country at 13.3 percent. This does not support the argument that Massachusetts is an outlier relative to
affordability.

In Massachusetts 24% of health expenditures are spent on physicians and other professional services. For
the US overall the total for this portion of expenditures is 28%. While per capita expenditures were
highest for Massachusetts ($6,683) compared to all other states and 27% higher than the U.S. ($5,283), an
analysis of trend data for the time period 1991 to 2004 shows that Massachusetts expenditures grew at a
slower rate (6.3%) than the U.S. (6.7%)." Private health insurance premiums in Massachusetts grew 3.1
percent in 2008, a deceleration from 4.4-percent growth in 2007." Premiums in the U.S. are growing
faster than inflation and wages in the detailed in the charts below:

The chart on page 10 relative to per capita spending indicates that for certain medical services,
Massachusetts spending is higher than the nation; the physician component however is similar to the
nation. In fact the chart shows physician spending when adjusted at 5.7% LESS than the national
average. This further supports the findings that utilization is not a significant driver of cost. In addition,
physician salaries are among the lowest in the nation. Alan Sager of Boston University wrote that in
Massachusetts, average gross income of physicians is only 70.5% of the national average® .

! Alan Sager, PhD, Massachusetts Health Spending Soars to $62 Billion, Boston University School of
Public Health, June 2006)

Page 11 refers to inpatient vs. outpatient hospital spending; Utilization of outpatient care has increase d
precisely because it is less expensive than inpatient care and has been strongly encouraged by payers as
the preferred place of care if appropriate. Where is the data analysis about the total and unit cost of
inpatient versus outpatient care?

Page 12 relative to insurance coverage; This sections appears to make the mistake of concluding that
deductibles are the best measure of patient cost sharing. Patients also contribute e via co-pays for office
procedures and drugs as well as the employee’s share of the premium

Page 14 relative to workforce data: According to discussions with Massachusetts Health Quality
Partnership and the Board of Registration of Medicine there are a lot less doctors actually providing
clinical care as opposed to holding a license to practice thus making this data suspect.

On page 20 there is little attention paid to such s things as how insurers calculate medical loss ratios and
how administrative burdens are increasingly shifted onto the provider community.

! Alan Sager, PhD, Massachusetts Health Spending Soars to $62 Billion, Boston University School of
Public Health, June 2006.



Page 21 this data seems to differ significantly from the work that was produced by Michael Baillit for the
Payment Reform Commission. The differences indicate the need to be thoughtful as a lot of stakeholders
have had significant engagement in these deliberations.

Conclusions: This report makes sweeping assumptions about the ability of global budgets to save money
without providing supporting documentation or data. The report’s conclusions that Massachusetts
residents have lower cost sharing rates that the rest of the country is based on the faulty assumption that
cost sharing is limited to insurance deductibles as noted above.

The paragraph linking outpatient care to physician incentives is reckless. The report has no direct data
linking physician income to outpatient facilities, especially since it acknowledges that most new facilities’
are entirely hospital based and thus captured in the category of facility costs not physician income. It
does nothing to acknowledge the trend among hospitals to force physicians to give up independent
facilities. There is no data to allow the readers to conclude whether the procedure now conducted in
outpatient facilities would be more expensive than if performed at inpatient facilities, whether outcomes
were better or worse, or who benefited financially from this shift. The same is reflected in Part 3 where it
is noted that there has been an increase in outpatient facilities for procedures and cancer therapies. Is this
a good thing?

On page 7 in Part 3 it acknowledges that the increases in “physician and professional service” category
are attributable “almost entirely” to other professional services”-not physicians. This again reinforces that
utilization and fee increases are not key drivers for the rising cost of care. Family therapy, individual
psychotherapy and psychiatric diagnostic interview exams were among the top 10 growth areas between
2006 and 2008 Is this increase redressing a prior deficiency, or over utilization?

Having addressed these specific issues, we would like to offer the following commentary:

We want take this opportunity to express our sincere concern over the use of rate regulation. Please note
that we are well aware of the pressure that health insurance premiums are putting on small business. We
have heard from many of our members in solo and small practice lamenting the increases that insurers are
passing on to them and their employees yet failing to see any corresponding increase for providing
medical care to their patients. Yet, this move to hold payments for physicians' medical services
accountable to the overall problem flies in the face of some of the findings in the Division of Health Care
and Financing reports. As noted above, in reviewing per capita spending the report notes “While for
certain medical services, Massachusetts spending on health care is higher than the nation, the physician
component is similar to the nation”. In fact, the per capita spending on physicians services is quoted at
being 5.7% less than the national average.

We are also particularly concerned about the impact of this proposal on the ability to recruit and retain
physicians. The Medical Society conducts an annual workforce study of hospital and physician leaders
across the state. Our most recent study shows primary care specialties of internal medicine and family
medicine, dermatology, neurology, neurosurgery, psychiatry, urology, and vascular surgery. A large
majority of physicians — 69% -- reported difficulty in referring patients to a specialist, a recurring problem
from previous years. The difficulty is especially acute with the primary care specialties: 85% of family
medicine and 77% of internal medicine report difficulty in referrals to specialists. We are already
challenged to serve the newly covered patients and their pent up demand for medical care and services
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that has accompanied our landmark universal coverage. This highly charged proposed regulatory
framework sends a message to the provider community that Massachusetts is not a friendly place to
practice. We have already heard this at national meetings. We do not believe that is a message any one
of us wants out there if we are to overcome the existing shortages and attract and retain physicians to
provide access to care for the people of the Commonwealth.

We Dbelieve that solutions have been identified. Much of the Roadmap to Cost Containment produced by
the Health Care Cost and Quality Council under Secretary Bigby is a thoughtful approach to addressing
the long term problems facing the Commonwealth. The report contains a number of discreet strategies
that embrace a broad approach to cost containment with a broad range of support. In our minds, they are
highly dependent on one another. It also imperative that strong leadership from practicing physician be
present as it is critical to the successful implementation of much of the Roadmap. Expert after expert
cited the need for this leadership. Leadership and participation will be jeopardized by an expedient
attempt to address one aspect of cost containment and has the serious potential to undermine our
confidence to support the ongoing efforts around the Roadmap.

Lastly, there are some short-term solutions we believe can address the problem of overutilization of health
care services and mitigate the need to practice defensive medicine. Defensive medicine can come in
diverse forms including the pursuit of unnecessary labor or radiologic information, medically unnecessary
referrals to specialist and hospitalizations and the performance of invasive procedures to exclude or
confirm diagnoses. In a study conducted for the Medical Society, it was reported that the estimated
annual costs to the health care system in Massachusetts is substantial On the low side, these costs were
estimated to be between $1.1 billion to $1.4 billion annually as the study only reported on the findings
involving 8 medical specialties. The Medical Society has proposed legislation “An Act Relative to
Improving Patients’ Access to timely compensation”. (H.1338 and S.574) that mirrors the success the
University of Michigan Medical Center had in creating an atmosphere that has helped to reduce defensive
medicine.



Exhibit 2:

2009 State Scorecard Summary of Health System Performance

State Rank
[] Top Quartile
[] second Quartile
[ Third Quartile
B Bottom Quartile

RANK STATE
S| Vermont
2 Hawaii

2 lowa

4 Minnesota

5 Maine

5 New Hampshire

7 Massachusetts
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\___ 13 Nebraska
L Delaware
15 Pennsylvania

16 Washington

17 Maryland
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19 Utah
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24 Colorado

25 Wyoming

\ 26 District of Columbia

SOURCE: Commonwealth Fund State Scorecard on Health System Performance, 2009
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MHOP

MASSACHUSETTS
HEALTH QUALITY PARTMNERS

trusted information. quality insights.

0Quality Insights: Clinical Quality in Primary Care

Massachusetts Statewide Rates
and National Benchmarks

=

Statewide, Massachusetts physicians excel, performing above the NCQA national average on 28
of 29 measures. On 15 out of 29 measures they score above the NCQA national 90th percentile.

Click here to search for your doctor's medical group results
or to compare measures across medical groups.

Clinical Measure MA Statewide Nat'l 90th Nat'l

Rate Percentile Average
Click on a measure for more information

Adult Diagnostic and Preventive Care

Colorectal Cancer Screening Tests (Ages 50 to

80) 75.0% 69.6% 58.7%
High Blood Pressure Control * 71.1% 71.6% 63.4%
Using Image Testing for Lower Back Pain Only
) 77.4% 81.1% 73.1%
When Appropriate
Spirometry Test for COPD (Chronic Obstructive
40.2% 47.6% 37.6%

Pulmonary Disease)

Depression



Short-term Medication 66.8% 70.8% 63.1%

Long-term Medication 50.9% 55.7% 46.3%

Medication Management

Correct Use of Antibiotics for Acute  MHQP will not be reporting results for this measure this year
Bronchitis due to concerns about how it is calculated. Click here to learn
important information about appropriate use of antibiotics.

Yearly Follow-up to Monitor Patients on Long-

o 83.2% 83.9% 79.4%
Term ACE Inhibitors or ARBs
Yearly Follow-up to Monitor Patients on Long-
) L 69.8% 70.4% 61.7%
Term Anticonvulsant Medication
Yearly Follow-up to Monitor Patients on Long-
T Diureti 82.6% 83.9% 79.1%
erm Diuretics
Yearly Follow-up to Monitor Patients on Long-
L 82.6% 83.2% 78.9%
Term Medication
Asthma Care
Medications for Children (Ages 5 to 17) 96.3% 97.5% 95.0%
Medications for Adults (Ages 18 to 56) 89.4% 94.5% 91.1%
Heart Disease and Cholesterol Management
Cholesterol Screening Test for Cardiovascular
bi 98.0% 93.2% 88.9%
isease
Cholesterol (LDL-C) Good Control * 67.9% 70.6% 59.7%

Diabetes Care for Adults



HbA1lc Test 93.0% 93.7% 89.0%
HbA1c -- Poor Blood Sugar Control (Lower score

is better) * 17.5% 18.7% 28.4%
is

Blood Pressure Control * 37.9% 41.8% 33.4%
Cholesterol (LDL-C) Screening Test 91.1% 89.8% 84.8%
Cholesterol (LDL-C) Good Control * 53.9% 53.9% 45.5%

Tests to Monitor Kidney Disease 88.3% 89.0% 82.4%
Pediatric Care

Well Visits for Children 0 to 15 Months of Age 96.1% 90.7% 76.1%
Well Visits for Children Ages 3to 6 92.7% 85.7% 72.2%
Well Visits for Adolescents Ages 12 to 21 74.2% 63.3% 45.3%
Correct Antibiotic Use for Upper Respiratory

Infecti 92.9% 93.2% 83.9%
nfections

Follow-up with Children Starting Medication for

ADHD 47.3% 45.0% 35.8%
Women's Health

Breast Cancer Screening (Ages 40 to 69) 81.7% 78.7% 70.2%
Cervical Cancer Screening (Ages 21 to 64) 87.5% 86.7% 80.8%
Chlamydia Screening (Ages 16 to 20) 54.5% 51.1% 40.1%
Chlamydia Screening (Ages 21 to 24) 57.4% 56.8% 43.5%



" Kaiser Family Foundation. Retrieved on February 12, 2010 from http://www.statehealthfacts.org.

Notes: Health Care Expenditures measure spending for all privately and publicly funded personal health care services and
products (hospital care, physician services, nursing home care, prescription drugs, etc.) by state of residence.
Hospital spending is included and reflects the total net revenue (gross charges less contractual adjustments, bad
debts, and charity care). Costs such as insurance program administration, research, and construction expenses are
not included in this total. For more information on how these estimates were prepared, please see
http://www.cms.hhs.gov/NationalHealthExpendData/downloads/res-adjustment. pdf.

Sources: Health Expenditure Data, Health Expenditures by State of Residence, Centers for Medicare and Medicaid Services,
Office of the Actuary, National Health Statistics Group, released September 2007; available at
http://lwww.cms.hhs.gov/NationalHealthExpendData/downloads/res-us.pdf

ii
Massachusetts Division of Health Care Finance and Policy. February 2010. Understanding HealthCare Costs: Part Il: Massachusetts Private Health Insurance Premium
Trends 2006-2008. Retrieved on March 2, 2010 from http://www.mass.gov/Eeohhs2/docs/dhcfp/r/cost_trends_files/part2_premium_levels_and_trends.pdf.
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March 16, 2010

Mr. David Morales, Commissioner
Division of Health Care Finance & Policy
2 Boylston Street

Boston, Massachusetts 02116

Dear Commissioner Morales:

Enclosed, please find remarks of the Massachusetts Coalition of Nurse Practitioners
(MCNP) relative to your public hearing on health care provider and payer costs and cost
trends. We expect these contributions to the collective testimony you receive during the
course of this public dialogue, will be incorporated into your final report identifying
factors contributing to cost growth within the Commonwealth of Massachusetts’ health
care delivery system and making recommendations for concrete positive changes. A
basic tenant weaved throughout reports commissioned by the Division of Health Care
Finance & Policy (DHCFP) is that in order to control health care costs, the system must
be re-designed toward “achieving the right care at the right time in the appropriate
setting™ Our recommendations support and are consistent with this main goal.

1. Recommendation: Create incentives that enhance utilization of the NP as a
primary care provider given the wealth of data and analyses regarding
inappropriate emergency department utilization costs, trends and
hospitalizations in Massachusetts.

DHCFP commissioned, “Controlling Health Care Spending in Massachusetts: An
Analysis of Options”, which was compiled by Rand Health (Rand report). MCNP and
the Rand report authors recognize that enhanced utilization of Nurse Practitioners (NPs)
could be a viable mechanism for increasing primary care capacity and reducing the health
care cost dilemma that Massachusetts finds itself in. Specifically, the Rand report
substantiates over forty years of similar data in the professional scientific literature that
NPs are cost effective and capable of increasing access to prevention and wellness care
that avoids unnecessary emergency rooms visits and hospitalizations. One Rand
recommendation for greater utilization of the NP stipulates that, “We projected that
between 2010 and 2020, Massachusetts could save $4.2 to $8.4 billion through greater
reliance on NPs..."

! provider Payment: Trends and Methods in the Massachusetts Health Care System, February 2010, p. 1.
2 «Controlling Health Care Spending in Massachusetts: An Analysis of Options,” Rand Health, September
23, 2009, p. 104.



Today, the American Association of Medical Colleges estimates that there will be a
shortfall of as many as 46,000 primary care doctors by 2025. In 2006, a Massachusetts
Medical Society survey showed the number of patients waiting longer than 2 months for
an appointment with a primary care physician had grown to 16%. DHCFP reports
consistently substantiate that one of the biggest group of clinicians in shortage since
universal insurance coverage in Massachusetts continues to be primary care physicians.

In 2007, Secretary Bigby noted that new Department of Public Health regulations would
allow not-for-profit hospitals, community health centers and others to provide basic
health services through retail clinics where entities feel clinics would have a role in their
community. This flexible and accessible NP model of care was supported and adopted
by the Department and commercial carriers given the anticipated increase in demand for
health services after the passage of state law requiring all residents to obtain health
insurance. At this time, there are 18 CVS MinuteClinics in the Boston area alone where
the public enjoys easy and timely access to NPs instead of visiting the emergency room.

A September 2009 Urban Institute Massachusetts Health Reform Survey Policy Brief
found Massachusetts residents are frequent users of emergency department care despite
significant improvements in access to care as a result of the state’s landmark 2006 health
care reform coverage law. Among the brief’s key findings from surveying working age
adults in the fall of 2008 who reported having at least one ED visit in the past 12 months;
almost half of those adults (44%) reported their most recent visit was for a condition that
they thought could have been treated by a doctor if one had been available, and of the ED
visits for non-emergency care after normal work hours, about 60% were attributed to an
inability to get an appointment with a provider. ®

The Massachusetts' 2008 Health Reform Package recognized our 5,600 NPs whose legal
scope of practice already included the primary care provider (PCP) role. Policymakers
acknowledged NPs as a resource for enhancing the number of recognized PCPs in the
state who could increase timely access to preventative and primary care while avoiding
costly emergency department visits and potential hospitalizations resulting from delay of
patient care.

Although the measurements utilized in examining health care cost trends in
Massachusetts in DHCFP’s subsequent reports that are the basis for this hearing were
scant in relation to how the NP influenced cost, utilization, prevention of hospitalizations
and outcomes, the statutory recognition of the NP’s PCP role as of January 2009 has
increased our visibility in the routine data collection compiled and considered by carriers.
The absence of any reference to the role of the NP in primary care, health delivery and
cost savings throughout the Massachusetts Health Care Cost Trends Part I: The
Massachusetts Health Care System in Context: Costs, Structure, and Methods Used by

% Long, S. and Stockley, K., “Emergency Department Visits in Massachusetts: Who Uses Emergency Care
and Why?”, Massachusetts Health Reform Survey Policy Brief, Urban Institute, Washington, D.C.,
September 2009, p. 4 accessed February 19, 2010 at http://www.urban.org/publications/1001335.html



Private Insurers to Pay Providers, February 2010 is likely due to the newness of this law
and the lack of uniformity by which primary care practices have historically submitted
claims.

NPs are moving into the Massachusetts healthcare delivery system as PCPs recognized
by MassHealth and commercial carriers and will thereby further contribute to the
reduction of rising health care costs. Last October, MassHealth reported to MCNP that
the number of NPs they officially recognize and identify as PCPs had grown from under
ten in 2005 before passage of Chapter 176R, to more than 244 NPs contracting and
carrying a panel of assigned members with a managed care organization.

Our request moving forward is for all government bodies investigating and looking to
alter the health care cost trends to be very conscious of tracking and including NPs
recognized as PCPs in future analyses. Since passage of Chapter 176R, NPs will
concretely help resolve the issue of primary care access that the state badly needs to
address, and this will predictably result in cost savings for our delivery system.
Recommendations that encourage the right care delivered at the right time in the right
settings ought to further encourage enhanced utilization of the NP PCP.

Il. Recommendation: Eliminate discriminatory business practices that block
the NP from performing to the full extent of her education, training and legal scope

of practice.

DHCEFP reports stipulate that nationally, the increase in health care spending over time
has been associated with: greater use and availability of health care personnel and high
cost medical facilities; increasingly complex levels of resource use; fragmented health
care organization and payment which can lead to provision of unnecessary services; and
the prices that these services can command in the market place.* Recognizing these cost
trends it would be wise to embrace the NPs capacity for delivering primary and
preventive care while decreasing fragmentation and directing care to less expensive
settings.

Eliminating barriers to practice for NPs to be fully utilized as PCPs has been advocated
for by many policy making bodies. Most recently in January 2010, the Josiah Macy, Jr.
Foundation Conference Panel on Primary Care on which Secretary Bigby served,
recommended that if we are going to fulfill our nation’s promise to the public, and if we
are going to produce the healthcare workforce required to accomplish our goals, we will
need to enlarge and strengthen the primary care sector of the health system. There is great
risk that if we do not do so, a significant portion of the population will continue to be
without access to high-quality and efficient care, and healthcare costs will continue to
escalate with dire consequences for the economies of individuals and the nation.

Coupled with efforts to increase the number of PCPs in primary care, the Macy Jr.
Foundation Panel recommended that state and national legal, regulatory, and

* Massachusetts Health Care Cost Trends Part I: The Massachusetts Health Care System in Context:

Costs, Structure, and Methods Used by Private Insurers to Pay Providers, February 2010, p. 6



reimbursement policies should be changed to remove barriers that make it difficult for
NPs to serve as PCPs and leaders of patient-centered medical homes or other models of
primary care delivery. Massachusetts ought to utilize NPs to the full capacity of their
education and training and not limit their participation on provider networks based on
antiquated role definitions or discriminatory and unique business practices that require
physician provider network consent, for instance, for NPs to participate as a reflection of
their professional category of licensure. Moreover, because health care institution bylaws
specifically refer to “primary care physicians” preventing NPs from PCP recognition,
MCNP recommends that health care institution bylaws be changed to reflect Chapter
176R of the Mass. Gen. Laws by a date certain, so NPs are not procedurally and
unnecessarily prevented from performing this role within the health care delivery system.

MCNP’s most recent experience after passage of Chapter 176R is that provider networks
have argued that because there is limited data on NP PCP practice, payers should treat
these NPs as “specialists” for which a patient would need to pay a higher co-payment per
visit than what they would pay to see a primary care physician. This is another example
of how discriminatory business practices result in disincentives to the enhanced the
utilization of the NP as a PCP in this state. The Group Insurance Commission (GIC)
must end the practice of requesting beneficiaries to pay a higher co-payment in order to
utilize the NP for direct services. The GIC, in its tiering of providers adopted a policy
which recognizes the NP as a specialist and not a PCP. As such, even though the care
that NPs provide is cost effective, beneficiaries are enticed to choose to see a physician,
even for routine care, as the co-payment is lower for the physician visit than it is for the
NP. Currently the NP co-payment as a “specialist” is $25.00 per visit. This practice
policy is unproductive as well, because the tiering is based on data about the provider and
if the encounters with NPs decrease because of this added cost to visit the NP, the NPs
will not produce the volume of data sought by the GIC to consider moving NP PCPs into
to the appropriate “primary care" tier.

MCNP respectfully requests that any payment reform system not be designed to allow
discrimination against NPs by public or private entities as a licensed provider class,
recognized Medical Home or individually credentialed provider. Specifically, DHCFP
and the Attorney General’s Office should look to prevent these types of anticompetitive
business practices among health care providers of the same services.

111.Recommendation: Concerning payment systems, create methodologies for
true transparency as to who is providing what care and at what cost that
directly tie incentives to those health care providers who demonstrate
improved health outcomes for patients.

Consistent with the Macy Jr. Foundation Panel recommendations, all PCPs should be
held accountable for the quality and efficiency of care as measured by patient outcomes.”

> “Who Will Provide Primary Care and How Will They Be Trained?” Co-Chairs’ Summary of the
Conference, Josiah Macy, Jr. Foundation, January 2010, p. 4.



Unlike physician assistants, NPs have their own independent billing identifier in this
state. Because commercial carriers have not provided equal pay for equal service in their
billing negotiations with physician practices and networks and instead routinely pay 85
cents on the dollar for the same services when provided by an NP, physician practices
and networks have generally submitted claims for NP services provided under their MD
billing identifiers to secure 100% payment. This discrimination does not affect physician
assistant services because all physician assistant services are billed under their
supervising physician’s billing identifier at the 100% rate. Although no one is
contemplating making adjustments or changes to the current fee for service billing
structure, this is a key concept to understand as decision-makers move towards
deliberations on a global payment structure and formulas guided by past billing practices.

On a larger scale, as measures for outcomes and cost are developed and implemented, the NP,
whose claims data is often embedded in physician claims, should be specifically identified and
reported. Continuing a practice that essentially hides the contribution of the NP to patient care
and costs is contrary to the goals of these endeavors to reduce cost while providing quality care.
In addition, DHCFP reports stipulate that a re-designed system should provide incentives to
health care providers who demonstrate improved health outcomes for patients. Without
measuring the NP in this area through real transparency, how would these incentives ever be
realized?

1V. Recommendation: Greater utilization of the NP will assist the
Commonwealth in meeting two of its expressed goals for cost
containment: to promote preventative care and wellness programs and to
support patient shared decision making thereby increasing patient
satisfaction.

The evidence of the quality and cost effectiveness of care provided by NPs is abundant
and historically proven. “Recent randomized clinical trials comparing NPs with primary
care physicians found no major differences in selected patient outcomes and higher
patient satisfaction with care. ® There are thirty five years worth of literature and studies
that illustrate both points. In 2000, Mundinger et al., reported that outcomes for diabetic
and asthmatic patients were equal for physicians and NPs, while hypertensive patients,
managed by NPs had statistically significantly lower diastolic blood pressure readings.
These lower pressures are linked to reductions in heart attacks, heart failure and stroke.’
NP care and management of patients with certain chronic illnesses have been shown to
lead to fewer hospitalizations and the need for less costly acute intervention. Many prefer
to access the nurse practitioner as a PCP for these very reasons.

® Phillips, Robert; Harper, Doreen C, et al, “Can Nurse Practitioners and Physicians Beat Parochialism into
Plow shares? A Collaborative, integrated health care workforce could improve patient care.”, Health
Affairs, Vol. 21, no. 5, September/October 2002, pp. 133- 142.

" Mundinger, Mary O., et.al., “Primary Care Outcomes in patients Treated by Nurse Practitioners or
Physicians, A Randomized Trial:, Journal of the American Medical Association, January 5, 200, Vol. 283,
No. 1. pp. 59- 68.



V. Recommendation: Support a system that maintains healthy competition in
the health care marketplace and avoids oligopoly.

DHCEFP reports indicate that “some studies at the national level suggest that hospital
consolidation in the 1990s helped to fuel the growth in hospital prices in recent years.
Hospital consolidation may increase hospital market power, enabling hospitals to charge
higher prices. Furthermore, the level of competition in the market is reduced following
each given merger because there are fewer competing entities, enabling both merging and
non-merging hospitals to raise their prices. Both nationally and in Massachusetts, hospital
rate regulation, effective in holding down rates in the 1980’s, was dropped in favor of
managed care, which was credited with reducing the rate of overall expenditure increases.
The short-term success of managed care was linked directly to its ability to develop
greater efficiencies in service use and to obtain lower prices from hospitals because of
excess bed capacity. However, as the health care system adjusted to these market forces
over time, providers became more powerful through consolidation, thereby reducing the
level of competition by shrinking the number of competing entities.”® In order to keep
costs from continuing to escalate in any new structure such as an accountable care
organization, this history should provide the foundation for our next phase of health care
reform.

DHCEFP reports note that in order for more selective and coordinated markets to be
successful, employers as well as employees should understand the value of receiving care
at less expensive, but equally capable providers, and the long-term consequences to their
economic well-being if health care costs are not brought under control.” The NP is a wise
choice to promote in these policy changes and evidence of the quality of their practice is
consistent with these objectives. Thank you for the opportunity to submit this testimony
and for the inclusion of these remarks into the final report you will prepare. If you have
any questions, please do not hesitate to contact me.

Sincerely,

Nancy O’Rourke, NP
President

8 Massachusetts Health Care Cost Trends Part I: The Massachusetts Health Care System in Context: Costs,
Structure, and Methods Used by Private Insurers to Pay Providers, February 2010, p. 7
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March 19, 2010

Division of Health Care Finance and Policy
2 Boylston Street

Boston, MA 02116

Via email to: costtrends@state.ma.us

Re: Written Testimony of HMS Regarding Public Hearing on Health Care Provider and
Insurer Costs and Cost Trends.

Health Management Systems, Inc. (HMS) submits the following written comments to the
Division of Health Care Finance and Policy in regard to its March 19, 2010 public hearing on
“Health Care Cost Trends.”

For more than a decade, HMS has assisted the Commonwealth in its expansion of health
coverage to Massachusetts residents while working to mitigate budget expenditures that
support various state programs. We are pleased to serve MassHealth (EOHHS),
MassHealth and Commonwealth Care Managed Care Organizations, the Department of
Revenue, the Health Insurance Connector Authority, and (soon) the Division of Health
Care Finance and Policy (DHCFP). In 2009, HMS in partnership with these agencies
saved the Commonwealth and its taxpayers approximately $98 million.

Under competitively procured contracts, HMS identifies and verifies other health
insurance available to MassHealth, Children’s Medical Security Plan, Healthy Start and
Child Support (DOR) beneficiaries. HMS also identifies, bills, and recovers medical and
pharmacy claims paid by MassHealth, that were the responsibility of another payor.
Additionally, we investigate whether a MassHealth beneficiary has access to employer
sponsored health insurance and assist the beneficiary and employer in enrolling into and
maintaining the insurance coverage. These combined services yield an annual cost savings
of approximately $90 million and recovers another $8 million more. MassHealth recently
awarded a utilization management contract to HMS whereby our staff of experienced
nurses review hospital claims for medical necessity and quality of care. Given the
programs new inception, the cost savings have yet to be determined, but are expected to
exceed $25 million annually.

As previously mentioned, HMS is working with other agencies, like the Health Insurance
Connector Commonwealth Care program, to determine if a beneficiary has access to other
health insurance. We notify the beneficiary when we discover other coverage options.
These services realize savings of $2-$4 million annually and ensure that Commonwealth
Care is providing care to truly uninsured or underinsured individuals in Massachusetts.



Finally, HMS is in the process of developing a plan to assist the DHCFP identify Health
Safety Net hospital patients with access to other insurance and pursue from liable parties
recoveries for claims inappropriately paid by DHCFP.

Our long standing experience in the government health care program arena reaches
beyond Massachusetts to 40 other state health and human service programs and dates back
to our inception in 1974. Our staff of 1,260 professionals also provides services to over
100 Medicaid Managed Care plans, the Centers for Medicare and Medicaid Services (CMS),
and the U.S. Department of Veterans Affairs facilities.

HMS helps health care payers to ensure individuals are enrolled into the proper government
sponsored or private health care program, health care claims are paid correctly and by the
responsible party, that program overpayments made to providers are identified and recovered,
and that providers treat patients in the proper setting and utilizing cost-effective treatment
options. Overall, our services make the health care system better by improving access to
health coverage, impacting outcomes, containing costs, recovering dollars, and creating
efficiencies. As a result of HMS’s services, our clients collectively recover over $1 billion
annually, and save billions of dollars more in erroneous payments.

This experience, coupled with our on-the-ground, expert, knowledge of the Massachusetts
health care programs and systems, positions us to see additional opportunities to maintain
and enhance program integrity and eligibility integrity services. HMS recognizes the
rising financial pressures that the Commonwealth and specifically, its health care
programs face. We are poised to help close budget deficits and stretch the limited health
care dollars, ensure that Massachusetts residents are in the right insurance home and
provide a greater value for the taxpayers’ dollars. HMS looks forward to the opportunity
to continue working with the DHCFP and our partner agencies on some of these cost-
containment services and to explore other avenues where additional savings may be
realized.

Thank you for the opportunity to submit comments. If you have any questions, please
contact, Keith Reinold, Regional Vice President, at (617) 398-1361 or kreinold@hms.com
or Jennifer Ulrich, Program Director at (617) 398-1393 or julrich@hms.com.
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SUMMARY
A. Short Overview

This report documents and investigates the excess in Massachusetts hospital
costs per person above the average for the United States. It examines the
recent rise in this excess after a prolonged earlier decline, analyzes the many
causes of the excess, assesses their reasonableness, and offers
recommendations for addressing the state’s resurgent hospital cost crisis.

1. What? Acute hospital costs per person in Massachusetts have long been the
highest in the nation, and therefore in the world. In hospital fiscal year 2007,
hospital costs here reached 55.4 percent above the U.S. average—the
greatest excess then recorded.!

That meant an excess of $1,074 for each resident of this state. Hospital cost
per person in 2007 here was $3,015, versus the U.S. average of $1,941. Had
2007 hospital cost per person equaled the U.S. average, we would have saved
almost $7 billion of the $19.5 billion in Massachusetts statewide hospital costs.

This report mainly addresses spending by hospitals—their costs—rather than
their revenues. While higher revenues can enable higher spending, other things
eqgual, they are not the only factor making for higher costs.

2. When? Striking changes over the previous four decades gave rise to the
2007 Massachusetts excess. Hospital costs here were 52 percent above the
national average in the mid-1970s, then fell to a nadir of 30 percent above in
1996, but soon began climbing again. The two decades of decline until 1996,
associated partly with concerted pressures to constrain hospital costs here,
shows that the excess can be reduced when powerful forces are at work.

But two cautions are vital. The past methods used in Massachusetts to shrink
excess hospital costs appear to have been dangerous to some patients—and to
many hospitals and ERs. And in the late 1980s, rising costs of non-hospital care
more than offset the constraints on hospital costs, so overall health care costs
per person here rose farther above the U.S. average. That rise has continued.
Compounding this, the state’s hospital cost excess began to rapidly rebound
in the late 1990s. The 2004 hospital cost excess reached 43 percent, a level
not seen since 1980. It climbed to new heights in 2004, 2006, and 2007.

The size of each year’s increase in the Massachusetts hospital cost excess since
2000 varies somewhat with the data set used. One data set indicates a gradual
rise in the excess during the years just after 2000 and a steeper one starting in
2006. The other indicates a longer and more even climb. But both agree that, by
2007, hospital costs here had soared to 55.4 percent above the U.S. average.



3. Why? To try to explain this state’s long-standing hospital cost excess, its
two-decade decline from 1975 to 1996, and its subsequent rapid rebound, we
have analyzed a number of hospital characteristics since 1960, performed a 50-
state regression analysis for 2007, and drawn on other evidence. We found:

The Chapter 58 Massachusetts reform law of 2006 is, simply, not responsible
for the recent rise in the Massachusetts hospital cost excess.

It was clearly possible to shrink the excess from 1975 to 1996; powerful
economic and political forces were responsible.

Did reductions in the hospital cost excess harm patients? Firm evidence is
lacking, but it seems probable that the reductions came disproportionately at
the expense of patients vulnerable to deprivation of needed care.

When political and economic forces for cost control eased in the 1990s, our
hospitals’ excess costs took only 11 years to rise beyond the 1970s’ peaks.

That post-1996 rebound in this state’s excess featured cost acceleration here,
not deceleration of hospital costs nationally.

Compared to the U.S. average, hospitals here don’'t have excess beds, long
stays, or low occupancy, so these can’t explain the current excess.

No single smoking gun explains the durable excess or the rebound. Many
hospital, physician, payment, political, and other forces are at work.

v' Long-standing sources of this state’s high costs: High teaching hospital
share of patients, MD supply, surgery rates, and non-ER outpatient visits.

v" New or recently reinvigorated factors: admissions, ER visits, staffing
levels (not average compensation, wages or benefits), non-labor costs.

v Substantial growth in revenue helped to make higher spending possible.

v" Very heavy and rising reliance on costly teaching hospitals. Across
states, that correlates with high costs.

v Nation’s highest physician-to-population ratio and past private insurance
regulations limiting fees also spurred development of an elaborate and
expensive pattern of physician and hospital care.

v Hospitals in Massachusetts are unusually influential politically; they argue
that they are vital to the state’s economy; they have become central
members of business groups that once fought to restrain hospital costs;
and some won vast financial leverage and power to obtain higher prices.

4. Justified? Only about one-sixth of the 2006 hospital cost excess here of
$6.1 billion was justified by reasonable factors. We examined 9 factors that
might justify or help to legitimize or rationalize parts of this state’s excess costs.

Four factors contribute to the Massachusetts hospital cost excess yet seem
largely legitimate: exports, research, training, and living costs.

Two appear to be neutral: outcomes/quality and elderly population share.
Three other factors not only fail to explain high costs here; they should make
for lower hospital costs per person. These are bed-to-population ratios,
severity of illness of hospital patients, and hospital profits. Thus, for example,



hospitalized patients here are less sick than the national average, so severity
of illness does not contribute to our hospital cost excess. Our less severely ill
patients should in fact mean lower costs in Massachusetts. This factor
therefore adds to the unexplained, unjustified hospital cost excess.

Summary: Actual Hospital Cost Excess, Explained Share, and Add-backs, 2006

Actual Massachusetts hospital cost excess, 2006 $6.1 billion

Explained by exports, research, training, and living costs - $2.5 billion

Outcomes/quality and elderly population share are neutral factors— —
neither explanatory or counter-predictive

Add-backs for counter-predictive factors: hospital beds, + $1.5 billion
severity of illness, and profits

$1 billion
Net excess cost explained by widely-cited factors (16.3% of excess)
Net excess after explanations and add-backs = $5.1 billion

5. Lessons. We have long urged that more money to finance business as usual
in health care is both unaffordable and unnecessary. Both free markets and
regulations have failed, resulting in financial anarchy and higher health costs.

Most past efforts to contain hospital costs have failed about as badly here as
nationally. But there have been some successes. It will be helpful to recall the
forces that squeezed the state’s hospital excess to 30 percent in 1996.

But since costs quickly rebounded, it will be vital to craft new, solid, and popular
ways to contain costs. It may take some dramatic changes to inspire, reassure,
and motivate some parties to embrace new aims, roles, and methods. That’s not
surprising: “No problem can be solved from the same level of thinking that
created it.” 2

Bundled or globally capitated payments to accountable organizations, and other
mechanical changes in formulas, units, and incentives might be helpful but can’t
substitute for negotiated deals among the stakeholders. We urge serious talks
among private and public payers, hospitals, and physicians to craft payment
levels and methods that are acceptable to all parties and are durably affordable.

This will entail substantial changes. Unless doctors and hospitals wholeheartedly
commit to working—patient-by-patient—to weed out clinical waste (unneeded
services, and needlessly costly ones), it will be impossible to assure both
affordable, high-quality care for all Massachusetts residents and adequate,
guaranteed revenues for all needed Massachusetts doctors and hospitals.

As the Commonwealth tackles the hospital cost excess, it will be vital to protect
patients who are vulnerable to deprivation of needed care and also their doctors,
hospitals, nurses, and other caregivers. It will be important to ensure that costs
are not simply again shifted from one arena of health care to another. And new
cost controls should target specific causes of excess hospital costs in this state.



B. Long Overview: Main Findings
1. What: The Rebounding, Soaring Massachusetts Hospital Cost Excess

Hospital costs in Massachusetts in 2007 reached $3,015 per person, 55.4
percent more per person than the national average, an unprecedented level. If
hospitals here had spent at the national per person average, their expenses
would have been $12.6 billion, saving $6.9 billion.

This $6.9 billion constitutes excess hospital costs in Massachusetts in 2007. It
amounts to 36 percent of the nearly $19.5 billion in actual statewide hospital
expenses reported by hospitals to the American Hospital Association (AHA).

The $6.9 billion excess is up sharply from the 2005 Massachusetts hospital cost
excess of $5.2 billion (adjusted for inflation), when hospital spending per person
here exceeded the national average by 43.2 percent—and up from $6.4 billion in
2006, which was an excess of 51.7 percent.® *

In 1996, hospital cost per person in Massachusetts had moved closer to the
United States average than at any other time examined—yet this nadir was still
30 percent above the U.S. average. Had Massachusetts hospitals in 2007 spent
at the 30 percent excess of 1996, $3.2 billion would have been saved here.

While Massachusetts hospital spending greatly exceeds the U.S. average per
person, the U.S. figure itself far exceeds the average level prevailing in 12 other
wealthy OECD nations. The U.S. was more than two-thirds (70-72 percent)
higher in 2004-2005.

It is right to focus on hospital cost per person because this is how much hospitals
expend to provide care. These are the costs that they must cover in order to stay
in business. Cost per person measures the burden of hospital costs on all who
pay them.

Alternative measures, such as cost per adjusted patient-day, are not helpful
because they inherently assume that current rates of use of hospital care—for
inpatient admissions, surgery, emergency room care, and non-emergency
outpatient care—are somehow correct and needed. But high rates of use of
hospitals, for some purposes, are some of the main reasons why hospital cost
per person is so high in Massachusetts. Therefore, using a measure like cost
per adjusted patient-day inherently sweeps a big part of the cost problem under
the rug. Obscuring the nature or dimensions of a problem does not help to
actually solve it.

Some hospital advocates claim that higher spending by hospitals is a good thing
because it boosts the state’s economy. That can be true only to the extent that



hospital care is an export industry, one that brings money into the state for
research or to serve out-of-state patients, for example.

2. When?

The excess in Massachusetts hospital costs fell from 1975’s then-record 52
percent above the U.S. average to the 1996 nadir, 30 percent above the U.S.
We don’t think that even this 30 percent excess was justified, but we do note that
it was associated with a drop in hospital total margins, admission rates, ER use
rates, and hospital staffing levels statewide. Many hospitals closed during those
two decades.

Since 1996, the excess in hospital costs here has quickly rebounded. Hospital
admissions and staffing rose again, and non-labor costs hit unprecedented
levels. In 2004, our hospital cost excess reached 43 percent, a level not seen
since 1980. The Massachusetts hospital cost excess reached new heights in
2006 (51.7 percent above the U.S.) and in 2007 (55.4 percent above). The 2008
excess is between 55.0 percent and 57.5 percent.

The timing and pace of annual increases in this state’s hospital cost excess since
2000 vary with the data set used, though its severity is not affected.

In this report, almost all analyses rest on financial data provided by hospitals, in
Massachusetts and elsewhere in the nation, to the AHA. At times, the report
incorporates financial data provided by Massachusetts hospitals to the state’s
Division of Health Care Finance and Policy (DHCFP). °

The AHA and DHCFP hospital expense data agree that, by 2007, hospital costs
here had soared to an extraordinary 55.4 percent above the U.S. average. But
annual expenses reported to DHCFP are somewhat higher than those reported
to AHA for 2001-2006. This data discord affects the steepness of the climb in the
Massachusetts excess since 2000. The DHCFP data indicate a shallower climb,
beginning earlier, while the AHA data indicate a somewhat steeper climb,
beginning later. °

3. Why Is Our State’s Hospital Cost Excess So High—and Rising?
As summarized shortly, the hospital cost excess here reflects several factors:
a. Not the Chapter 58 Massachusetts reform law

b. Acceleration here, not deceleration nationally.
c. Not excess beds, long stays, or low occupancy rates



d. Long-standing sources of high costs: high and rising shares of care in major
teaching hospitals, high physician-to-population ratios, high surgery rates,
and high reliance on hospitals for non-emergency outpatient visits

e. Drops in volumes of care and hospital personnel were associated with the

shrinkage of the excess from 1975 to 1996. Most of these rebounded or

surged from 1996 to 2007: admissions, ER visits, staffing levels (not average
compensation wages or salaries), and non-labor costs.

A number of hospital characteristics were associated with the surge in

hospital costs after 2005.

The rate of rise in expenses differed substantially among hospitals.

Substantial growth in revenue helped to make higher spending possible.

An array of factors evident in a multivariate analysis

Lessons: It's essential to protect vulnerable patients and the hospitals that

serve them, and one financial size doesn't fit all hospitals

-

o Sa

a. Not Chapter 58. Given the focus on Massachusetts during the present health
care debate, it is important to note that Massachusetts hospital costs began to
rise rapidly relative to the national average in 1997; in nine of the 11 years from
1997 to 2007, hospital costs rose faster here than nationally. The pace of this
state’s rise accelerated in 2004, when costs here rose more than one-third faster
than the national rate. So our hospital costs per person in 2004 hit a level not
seen since 1980-43 percent above the U.S. figure. This was well before the
enactment of the Chapter 58 health reform law in April of 2006, and before its
implementation, which began in earnest in the fall of 2006.

Overall, the very large recent growth in excess expenses of Massachusetts
hospitals builds on long-standing patterns and is not visibly associated with the
2006 Massachusetts health reform law. There is no correlation between the
timing of the growth in the number of insured people and the timing of the growth
in hospital costs in Massachusetts.

Hospital fiscal year 2006 saw the biggest jump in Massachusetts hospital costs
per person relative to the U.S. average, with AHA data showing costs up here
more than twice as fast as nationally. But HFY2006 ended on 30 September
2006, less than six months after passage of the Massachusetts law, when
coverage improvements had barely even begun to take effect. Hospital
expenses statewide, adjusted for inflation, rose by 8.9 percent from 2005 to 2006
but the number of insured people actually fell by 1.2 percent from 2005 to 2006.

From 2006 to 2007, the rate of rise in inflation-adjusted hospital expenses
statewide slowed to 4.8 percent while the number of insured people rose by a
whopping 5.7 percent.

Over the decade from 1999 to 2008, annual rises in hospital costs (inflation-
adjusted) were actually correlated negatively with rises in the number of insured
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people. Coverage improvements therefore cannot account for more than a very
small fraction of the rise in hospital costs in Massachusetts—and in the
Massachusetts excess. This view is reinforced by the observation that a visible
share of the dollars used to subsidize new insurance coverage under the health
reform law were not new spending but rather dollars transferred from the hospital
uncompensated care pool/safety net fund.

b. Acceleration here, not deceleration nationally. The jump in the Massachusetts
hospital cost excess farther above the U.S. average stemmed from unusually
rapid increases in hospital costs here, not from abnormally slow increases
nationally. In 2006, for example, the U.S. hospital cost per person rose by 6.0
percent over 2005, but in Massachusetts, cost per person rose by 12.3 percent,
more than twice as fast as nationally. (These figures are not adjusted for
inflation—acceptable because the focus is comparing this state to the nation.)
The U.S. rise showed no deceleration, as it was very close to the nation’s 5.5
percent average annual rise prevailing from 1998 to 2007.  But the 2006
Massachusetts rise was one and three-quarters times as high as the average 7.0
percent increase prevailing here from 1998 to 2007. The next year, in 2007, both
Massachusetts and national increases in cost per person slowed, but the rate of
rise here in 2007 was still more than half again as fast as nationally—7.5% in
Massachusetts vs 4.9% for the U.S.

c. Not excess beds, long hospital stays, or low occupancy rates. Massachusetts
has a lower hospital bed-to-population ratio, shorter average hospital stays, and
higher occupancy rates than does the nation as a whole. These factors,
therefore, can't help to explain the hospital cost excess here.

d. High and growing reliance on major teaching hospitals, the nation’s highest
physician-to-population ratio, heavy reliance on hospitals for outpatient care, and
high surgery rates are durable explanations of the Massachusetts hospital cost
excess.

e. Drops in volumes of care and hospital personnel were associated with the
shrinkage of the excess from 1975 to 1996; most of these rebounded or surged
from 1996 to 2007: admissions, ER visits, staffing levels (not average
compensation, wages or benefits), and non-labor costs.

From 1975 to 1996

e Acute hospital bed-to-population ratios fell below national levels.

e The rate of inpatient admissions here declined steeply, though roughly at the
same pace as the nation’s.

e Inpatient days dropped to the U.S. average (from 12 percent above in 1975).
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ER visits per 1,000 residents fell from 44 percent to 20 percent above national
rates.

The number of RNs per 1,000 people in Massachusetts dropped from a 58
percent excess above the U.S. average to a 14 percent excess.

Total hospital personnel per 1,000 residents fell from a 39 percent excess to
one of 26 percent.

Owing to drops in pay per employee and in personnel per 1,000 residents
relative to the national average, total Massachusetts hospital payroll costs per
resident of the state fell from a 58 percent excess over the U.S. level in 1975
to an excess of 32 percent in 1996.

Non-labor costs, though, fell only slightly from a 37 percent excess per
resident to a 30 percent excess in 1996.

Interestingly, Massachusetts rates of surgery per 1,000 people had an 11
percent excess in both 1975 and 1996, and rates of non-emergency
outpatient visits barely fell from a 42 percent excess to a 39 percent excess.

From 1996 to 2007

The Massachusetts hospital admission rate rose markedly after 1996 to an 11
percent excess in 2007 even though the bed-to-population ratio here
remained below the national average.

Surgeries in 2007 rose to 18 percent above national rates per 1,000
residents.

ER visits rebounded only slightly, but non-emergency outpatient visits rose
from a 39 percent excess in 1996 to a 58 percent excess in 2007.

RNs per 1,000 Massachusetts residents rose slightly to a 22 percent excess
above the U.S. average, but total hospital personnel per 1,000 residents rose
to a 38 percent excess.

Average pay per worker here was restored to a 13 percent excess above the
U.S level.

Hospital workers’ payroll plus benefit costs per Massachusetts resident hit 54
percent above the U.S. average (reflecting both the number of workers and
compensation per worker, but mainly the former).

Non-labor costs of Massachusetts hospitals showed an even greater
excess—57 percent above the national average.

f. A number of hospital characteristics have been associated with the surge in

excess Massachusetts hospital costs after 2005.

The reported rate of hospital admissions per 1,000 people rose far faster here
than nationally in 2006 (4.4 percent), the largest one-year percentage rise in
admissions ever seen here. In Massachusetts, the admission rate has risen
solidly in most years since 2000, and in 2007 it exceeded the U.S. rate by
10.9 percent, more than in all but two previous years.
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e Emergency room use here jumped greatly in 2006, by almost 275,000 visits,
boosting ER visits per 1,000 people from 14.5 percent above the national
average in 2005 to 22.6 percent above in 2006. The state’s 2007 excess was
similar. Before 2006, that excess had declined steadily for a quarter century.

e In 2007, the ratio of hospital staffing to population in Massachusetts rose by
8.8 percent, the biggest one-year jump ever seen. (Meanwhile, the national
ratio rose 1.8 percent.) Hospitals here added 11,000 jobs. Astonishingly, this
was nearly one-tenth of all hospital jobs added nationwide in 2007. Hospital
staffing here reached 38.1 percent above the U.S. average, the largest
excess in over two decades.

e Higher staffing levels are more than twice as important as per worker payroll
and benefit costs in explaining why hospital labor costs per resident in
Massachusetts were so far above the national average in 2007.

g. Individual hospitals differed substantially in expense increases from 2001 to
2007. For example, teaching hospitals’ expenses rose faster than those of non-
teaching hospitals. Most Partners hospitals showed above-average growth in
expenses. By contrast, most Caritas hospitals showed below-average expense
growth.

h. Substantial growth in revenue helped to make higher spending possible.
Massachusetts hospitals’ total revenues rose rapidly in 2003 and again in 2006
and 2007. Total hospital revenues statewide stayed substantially above
expenses through 2007. This constitutes the period with the highest and most
consistent profits for Massachusetts hospitals in at least 50 years. It is possible
that, after several years of revenue increases and higher margins, hospitals felt
able to spend more freely, contributing to the jump in 2006-7 expenses. (Margins
here and nationally dropped somewhat in 2008.)

i. Massachusetts hospital costs don’'t behave as predicted, in some respects.
Factors that do good jobs of differentiating costs of hospital care across the 50
states do poor jobs of predicting Massachusetts hospital costs. We examined
ten major factors to see which systematically predicted differences across the 50
states in hospital costs per person in 2007. Four of the ten variables were
statistically significant at 0.05 or better.

Everything else equal, these factors were calculated to predict higher hospital
costs per person in a given state:

a higher ratio of beds per 1,000 people,

a greater number of M.D. and D.O. physicians per 10,000 residents,
a greater teaching hospital (COTH ) share of admissions, and

a lower ratio of ER visits to total outpatient visits



A state’s acute hospital beds/1,000 people was the most powerful predictor of
expenses per person, controlling for the other variables in the equation. Both the
ratio of practicing physicians to population and the COTH hospitals’ share of
admissions are less than half as important, and the ER percent of outpatient
visits is about one-quarter as important.

Since the ratio of beds to population (which is low here) is not at all predictive of
Massachusetts’ high hospital expenses per person, it is reasonable to suppose
that the three remaining variables are more important here.

In particular, the major COTH teaching hospital share of admissions and the ratio
of practicing patient care physicians to population are probably salient. The four-
variable regression analysis had an adjusted R? of 66.9 percent, meaning that
the regression statistically explained just over two-thirds of the inter-state
variation in hospital cost per person.

Massachusetts was distinctly an outlier in the regression analysis. We are costly
for reasons that are different from the factors that generally predict high costs
elsewhere, as will be discussed. The prediction for Massachusetts costs per
person was worst in dollars per person among the states, and third-worst in the
absolute value of the residual as a percentage of predicted expense per person.

k. Lessons: It's essential to protect vulnerable patients and the hospitals that
serve them:; one size doesn't fit all hospitals.

e Ignoring or obscuring differences among hospitals is dangerous. Hospitals
differ greatly in their efficiency and in their shares of statewide hospital costs.
Teaching hospitals were responsible for 43 percent of Massachusetts
admissions in 2004 but fully 60 percent of costs.

e A state that saw one-half of its hospitals (and almost one-half of its ERS)
close from 1960 to 2007 should be on guard against threats to surviving
hospitals. With so many hospitals lost, and with a bed-to-population ratio
that’s below the national average (an average that is itself very low by
international standards), winter weeks already often see many hospitals filled
to capacity. In a crisis, the state could face a grave shortfall of beds. The
burden of proof should be on those who would advocate or tolerate additional
closings.

e This burden of proof is important, since some efforts to shrink our state’s cost
excess might rely on a policy of across-the-board tightening of revenue. With
community hospitals generally suffering lower financial margins than teaching
hospitals, such a policy could disproportionately threaten many of those
community hospitals, including many that provide good care at lower costs.



e Lessons from the shrinkage of the Massachusetts excess from 1975 to 1996
highlight the importance of respecting differences among hospitals, and of
proceeding with caution. Hospital closings and bed reductions may have
disproportionately harmed lower-income and minority residents of the state.
Loss of lower-cost community hospitals and increasing concentration of care
increasingly in teaching hospitals may have helped set the stage for the post-
1996 resurgence in this state’s hospital cost excess.

The first of the two following tables highlights hospital characteristics associated
with the shrinkage of the Massachusetts hospital cost excess from 1975 to 1996
and also those associated with the excess’s rebound from 1996 to 2007. The
second includes comparisons of various characteristics of Massachusetts and
U.S. hospitals in 2007; it displays Massachusetts’s rank among the states.
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Summary of Main Hospital Characteristics in 1975, 1996, and 2007, and
Association with Long-term Drop and Rise in Massachusetts Excess Cost

Hospital characteristic

Mass. % of U.S. in

1975 | 1996 | 2007

Comments—Mass. hospitals relative
to U.S. average in '75, '96, '07, as
excess cost dropped, then rose

Beds/1,000 residents 107% 91% 96% | Drop coincided with lower excess
Admissions/1,000 102% | 102% | 111% | Jumped substantially in 2006, 11%
residents above U.S. ratio in 2007

Inpatient days/1,000 112% | 99% | 105% | Follows admissions, length-of-stay

Average length-of-stay 110% | 98% | 95% | Fell with excess but did not rise again

Occupancy rate 105% | 110% | 110% | Long above U.S., but measure not
related to costs

Surgery rate/1,000 111% | 111% | 118% | Well above U.S. for decades

ER visits/1,000 residents | 144% | 120% | 123% | Durable excess, associated with drop
but not really with rise

Other outpatient visits/K 142% | 139% | 158% | Associated not with drop, but with rise

Total outpatient visits/K 143% | 135% | 151% | Mainly driven by non-ER visits

Salaried physicians/1,000 351% | 363% | 335%

RNs/1,000 residents 158% | 114% | 122% | Fell for decades from 58% to 14%
above U.S. in 2006 ; jumped to 22% in
2007—rose from staffing issue push?

Total personnel/1,000 139% | 126% | 138% | Dipped with drop in volume excess from

residents 1975 to 1996; jumped sharply from
24% excess in 2005 to 38% in 2007

Hospital Payroll 158% | 132% | 156% | Fell for decades; jumped from 45%

cost/Mass. resident excess in 2005 to 56% in 2007; driven
by personnel, not wages per worker

Benefit costs for hospital 145% | 123% | 145% | Decades of decline but jumped from

workers/Mass. resident * 27% excess in 2005 to 38% in 2006 to
45% in 2007

Payroll + benefit cost/Mass. | 148% | 131% | 154% | Decades of decline but jumped from

resident * 41% excess in 2005 to 49% in 2006 to
54% in 2007

Average pay/FTE worker 114% | 105% | 113% | About 10% excess for decades

Benefits/FTE worker * 105% | 97% | 105% | Close to U.S. most years

Pay + benefits % of 104% | 100% | 99%

expenses*

Non-labor cost/Mass. 137% | 130% | 157% | Plateau at 39% excess in 2005, rise to new

resident * peak, 47% excess in 2006 and 57% in
2007—rpartly driven by volume

Hospital expenses/person | 152% | 130% | 155%

Source: Authors’ analysis of ratios calculated from American Hospital Association data.
Ratios “per 1,000” are per 1,000 residents of Massachusetts.

Note: * = 1980 (1975 not available).

The bold typeface highlights factors that appear to be associated with the fall and multi-
year rise in excess Massachusetts hospital costs.
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Hospital Resources, Use, and Costs, Mass. versus U.S. and Other States, 2007

Mass.
rank
Mass. as among
% states,
USA | Massachusetts of USA 2007
Cost/person $1,941 $3,015 155.4% 1
Beds/1,000 people 2.7 2.6 96% 29
Admissions/1,000 118 130 111% 13
Inpatient-days/1,000 647 680 105% 19
Average length-of-stay 5.5 5.2 95% 29
Occupancy rate 66.6% 72.9% 110% 7
Surgeries/1000 91 107 118% 16
ER visits/1000 402 493 123% 8
Other outpatient visits/1000 1,605 2,537 158% 7
Salaried physicians/1,000 0.30 0.99 335% 2
RN FTEs/1,000 3.96 4.82 122% 10
Total personnel/1,000 14.9 20.5 138% 4
Payroll + benefits/FTE $66,905 $74,385 111% 10
Payroll + benefit costs/ people $994 $1,526 154% 1
Non-labor costs/capita $947 $1,489 157% 1
COTH % beds, 2004 18.5% 38.1% 206% 5
COTH % admissions, 2004 20.7% 43.1% 208% 5
Med. resident FTEs/1,000
people 0.30 0.74 241% 3
Operating margin 4.3% 3.4% 79% 37
Total margin 6.9% 6.7% 97% 31

Notes: ER is emergency room. OPD is hospital outpatient department. FTE is full-time equivalent. COTH
is Council of Teaching Hospitals of the American Association of Medical Colleges; these are generally

the major teaching hospitals.

Source: Authors’ analysis of ratios calculated from American Hospital Association and COTH

data.

Xiii




4. Is the Massachusetts excess justified?

Of the 2006 Massachusetts hospital cost excess of $6,149 million ($6.1 billion),
only about one-sixth—an estimated $1,000 million ($1 billion)—was justified by
reasonable factors.

As shown in the following table, we examined nine factors that might justify or
help to legitimize or rationalize parts of the Massachusetts hospital cost excess.

e Four seem clearly legitimate: exports, research, training, and living costs.

e Two appear to be neutral: outcomes/quality and elderly population share.

e Three are the opposite of justifications. They don’t explain high costs here,
but instead are counter-predictive. Our lower-than-average bed-to-population
ratio, severity of illness of hospital patients, and hospital profits all actually
should make for lower costs here. Because costs here are higher than
expected, add-backs for these factors increase the unexplained
Massachusetts hospital cost excess. These increases are included in the
summary tally of the excess, as shown below.

Summary: Actual Hospital Cost Excess, Explained Share, and Add-backs,

2006
Actual Massachusetts hospital cost excess, 2006 $6,149 million
Explained by (1) exports, (2) research, (3) training, and - $2,473 million

(4) living costs

(5) Outcomes/quality and (6) elderly population share are —
neutral factors—neither explanatory or counter-predictive

Add-backs for counter-predictive factors: (7) hospital beds, | + $1,473 million
(8) severity of iliness, and (9) profits

Net excess cost explained by widely-cited factors $1,000 million
(16.3 % of
excess cost)

Net excess after explanations and add-backs = $5,149 million
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After taking account of the effects of these nine factors on 2006 Massachusetts
hospital costs, we find that they reasonably account for only one-sixth of the
excess hospitals costs here above the U.S. average—an estimated $1 billion
($1,000 million). Five-sixths of the excess remained unjustified—a net excess of
$5.1 billion. That $5.1 billion in excess 2006 hospital costs was fully 28.5 percent
of the $18.1 billion in total hospital spending that year in Massachusetts.

5. What to Do? Meanings of the Study

There are powerful reasons to act to shrink the Massachusetts hospital cost
excess. But translating motivation into effective efforts will require learning from
the many failures of past cost control efforts both nationally and in this state, and
particularly learning from the shrinkage of the Massachusetts excess from 52
percent in 1975 to 30 percent in 1996. It will also require understanding the
reasons for the Massachusetts excess—both its durable sources and the causes
for the excess’s resurgence since 1996. Finally, efforts to shrink the excess
must be designed to address special factors that make Massachusetts health
care so costly. Approaches that might work nationally, while often worth
undertaking, may well be less effective in this state. All these efforts must be
designed to be safe for vulnerable patients, and to prevent a shifting of excess
costs from hospital care to other health care sectors, as seems to have
happened in the years before 1996.

1) Three reasons to act

Because the size of the Massachusetts excess in hospital costs has soared since
1996, and because the great bulk of that excess is not justified by reasonable
explanations, it should be reduced.

Reducing the excess is both warranted and urgent. Doing so will help slow
health insurance premium growth generally. Specifically, it will lower the cost of
subsidizing expanded health insurance coverage under Massachusetts’s 2006
health reform law. Further, our state’s residents do not seem to be getting their
money’s worth from the recent rises in hospital spending.

But shrinkage of this state’s excess hospital costs must be undertaken carefully
and it must be informed by more than a little humility. First, few efforts to contain
hospital costs or other health costs have succeeded nationally.

Both competitive market cost controls and those imposed through government

regulations have generally failed. Without either an effective market and
competent government action, financial anarchy prevails.
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Second, while the shrinkage in the Massachusetts hospital cost excess from
1975 to 1996 might be considered successful financially if only hospital costs are
considered, it may have brought some harm.

e As community hospitals closed, hospital care would be more heavily
concentrated in costlier teaching facilities in the future.

e Shrinkage of excess hospital costs was, at times, associated with increases in
the Massachusetts excess in other aspects of health care costs—probably
partly through shifting care and costs to other health care sectors. For these
reasons, it is essential to shrink the hospital cost excess in ways that don’t
cause health care costs to balloon in other places or at other times.

¢ And the non-financial consequences are particularly worrisome: the declining
excess seems to have been associated with hospital closings that
disproportionately affected communities where patients were already
vulnerable to deprivation of needed care. For these reasons, it is essential to
identify ways to contain costs that are safe for all residents of the
Commonwealth.

Third, while it will be hard to again win slower hospital cost increases, and doing
so safely will be harder still, a further challenge will be to shed costs durably, and
without exciting backlashes that delegitimize cost control and open the door to
resurgent cost increases.

Over the past year, many individuals responsible for passing or implementing the
state’s 2006 health care law have frequently said that preserving it—both for the
long haul and especially during the present crisis in state revenues and in the
economy broadly—depends on containing costs of health care.

Despite this rhetoric, most recent activity has focused on boosting revenues and
cutting benefits. Until now, those have been easier, both financially and
politically.

Early signs of more serious interest in cost control are visible, though it is not
clear whether these will make for fundamental changes that could lead to
successful cost control.

e In July 2009, the state’s Special Commission on the Health Care Payment
System evidenced worry about high costs and recommended risk-adjusted
global payments to accountable organizations, along with increased reliance
on primary care and other reforms.®
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But to what degree would such efforts differ from the transiently popular but
ultimately popped managed care bubble of the 1980s and 1990s? Would the
new efforts be informed by the lessons from those recent decades? Will high-
cost caregivers, particularly Partners, go along? Some early signs are
encouraging. Blue Cross, Tufts, and perhaps other payers are working with
groups of physicians to build capacity to manage capitated budgets. This is a
very slow process. Will there be enough time and patience to continue to
build this capacity from the bottom up? If it succeeds, will it help to attract
more physicians to work in primary care? More generally, will enough
physicians undertake this work in the absence of a comprehensive peace
treaty that markedly and dramatically gets their attention and improves their
professional lives?

e In August of 2009, analysts from the RAND Corporation, working under
contract to the state’s Division of Health Care Finance and Policy, reported on
21 potential cost control options and sought to model savings associated with
twelve of these. °

We are concerned that the modeling is, inevitably, somewhat mechanical and
that winning political acceptance of many, most, and perhaps even all of the
options will be difficult or even impossible to implement in the current climate.
In particular, we are concerned that, absent a political agreement about
whether and how to lower the Massachusetts hospital cost excess,
application of mechanical solutions will engender not progress but rather
years of game-playing and public theater, including finger-pointing and shouts
of rationing. We will assert that different approaches are needed.

It is important to appreciate some of the political and other lessons from the
success in shrinking the hospital cost excess from the mid-1970s to the mid-
1990s. In particular, a substantial though evolving political consensus on the
importance of hospital cost control seemed to prevail in Massachusetts during
those years. This resembles, in some ways, the consensus supporting passage,
implementation, and retention of the state’s 2006 health reform statute.

But rebuilding a politically and financially effective consensus to support renewed
cost control will be much harder than agreeing to improve coverage. It will not
succeed without support from physicians and without support—or, at least,
peaceful acceptance—from hospitals.

Their support will be vital to substitute for the greatly diminished pressure from

employers—especially manufacturers—that helped to rein in hospital costs in the
years before 1996.
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2) Action should be informed by the failures of most past cost control
efforts—and by the temporary successes of some

New efforts to slow hospital cost increases in Massachusetts should be informed

by the failures of strategy, tactics, and understanding—and the undesirable side
effects—that plagued past cost control efforts nationally.

a. Failures of strateqy

Since about 1972, Americans have employed government regulation and market
competition to try to slow the growth in hospital and other health care costs. Both
have usually failed. Market competition has failed partly because none of the six
requirements for genuine free markets are—or, we believe, can be—remotely
satisfied in health care.

Competition. Some of the main competitive efforts involved getting hospitals to
compete by price and quality; using managed care to capitate patients and
induce hospitals, physicians, and other caregivers to bid down their prices in
exchange for greater volumes of patients; and increasing patients’ out-of-pocket
costs in hopes they will act as more careful consumers.

But hospital competition quickly gave way to regional hospital oligopolies or
monopolies in many areas. Some hospitals were closed because payments
were not adequate, and many of the others merged to strengthen their own
selling power and win back higher prices. (Thus, survivors often prevailed by
boosting their market power, not by boosting their efficiency.)

Managed care, for example, was promoted as a way to leverage purchasers’
buying power to reduce use of the hospital and also pay lower prices for the use
that persisted. Managed care apparently helped to slow the national rate of
hospital cost increases temporarily (and also to help lower the Massachusetts
excess briefly). But it was resented by doctors and patients because it restricted
clinical freedom and also seemed to enrich insurers and caregivers when
patients received fewer services. The backlash against managed care seems to
have been associated with rapid recoupment of hospital volumes and prices. In
this, managed care resembles a crash diet that succeeds for a time but shortly
fails, demoralizing sensible weight control regimens and leading to even greater
weight gains.

Recent efforts to boost out-of-pocket costs in hopes of encouraging individual
patients and families to analyze and refuse costly health services are doomed to
fail, for numerous reasons. Notably, very few patients have or can obtain the
knowledge needed to weed out unnecessary care. Evidence from past efforts
along these lines indicates that patients are about as likely to refrain from
seeking or accepting needed care as they are in refusing futile or marginal care.
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Higher out-of-pocket costs are more likely to deter lower-income patients from
seeking care. Further, if appropriate use is the goal, it would be necessary to
pay stoics to seek care, since they arguably use less care than they need.

This strategy of raising patients’ required payments is therefore medically unsafe.
And it is badly mis-targeted, because physicians’, not patients’, decisions
obligate most spending on the costliest care and sickest patients.

Requlation and planning. Government regulation and planning, nationally and in
Massachusetts, have generally failed because political support for cost control
has usually been great enough only to push for passage of cost controls but not
strong enough to design or implement effective controls.

Political support for regulatory cost controls has been broad but shallow, while
opposition has been focused and effective. Few saw any direct benefits from
controlling cost. At best, if slower cost increases result, their benefits are in the
future. Benefits are neither concrete nor immediate. But the pain of cost
controls to hospitals or other caregivers appear immediate and certain.

Cost controls have been watered down before passage and successfully gamed
by caregivers. Perhaps most important, they have generally squeezed,
manipulated, or ignored the group of professionals whose decisions control
almost 90 percent of personal health care spending—physicians.

Rising health costs are a problem everywhere, so success should be gauged by
slower cost increases coupled with good access and outcomes. Other wealthy
nations have effectively contained costs largely through national political
negotiations among employers, unions, private insurers or public programs,
hospitals, doctors, and other concerned parties. These parties together settle on
the size of acceptable cost increases. Payers provide revenue and negotiate
with caregivers about mechanisms to hold costs to those levels. *°

In the absence of such top-down negotiations in the United States, payers try to
shift costs to one another, caregivers try to manipulate price and volume to their
advantage, everyone tries to avoid financial risk, and no party is accountable for
protecting coverage, containing costs, improving appropriateness and quality of
care, or securing the right hospitals, physicians and other caregivers in the right
places.

More broadly, in the absence of effective markets or government action,

Americans suffer health care cost anarchy, allowing powerful caregivers and
insurers to impose higher prices.
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b. Failures of tactics

The cleverest tactics can't substitute for strategic weaknesses or failures.

Hopes of containing costs safely by closing acute care beds or entire hospitals
have usually been disappointed. As noted earlier, often, less costly hospitals
closed and survivors—disproportionately larger teaching hospitals—found it
easier to raise prices. Hospitals have been more likely to close in lower income
areas of Massachusetts and in African-American neighborhoods of 52 cities
studied separately, probably exacerbating access problems. Inefficiency has
never predicted closings, and surviving hospitals are not more efficient ones.

In the decades after 1960, almost one-half of Massachusetts hospitals were
closed in hope of saving money. Hospitals were closed, but money wasn’t
durably saved. Possibly, closing hospitals served as a distraction. Worse, the
closed hospitals may have served as scapegoats.

Hopes of containing costs by moving care out of the hospital have often failed.
Cutting length-of-stay, for example, meant chopping the inexpensive pre-surgery
diagnostic days or shortening in-hospital recuperation from medical problems or
surgery. Similarly, moving surgery from the hospital may have lowered costs of
some care (although much of the savings may stem from better anesthesia
chemicals and techniques, and superior imaging studies), but construction of
ambulatory surgery centers greatly increased surgical capacity. That added to
capital costs (since the bonds used to build existing hospital capacity still needed
to be paid off even if volume declined), and it may have resulted in increases in
unnecessary but costly surgery, as the new facilities and the old each sought to
fill their capacity and cover their fixed costs.

While there are often good medical and psychological reasons to get some
patients home quickly after hospitalization, the financial arguments for shorter
stays have often been false. Sending patients home earlier may be very costly if
they need infusions, specialized equipment and wound care, or multiple other
home care staff. (And if patients lack adequate family and professional supports
at home, this dehospitalization of care may be unsafe as well.)

When Medicare substituted prospective payment of hospitals by the diagnosis for
cost reimbursement, some hospitals did work to become more efficient. But
others unbundled services that had formerly been part of inpatient care by
submitting separate bills for outpatient diagnostic services, skilled nursing facility
recuperative care, and home health services.

Further, even when hospital costs in Massachusetts were constrained for a

period, so that they declined relative to the U.S. per capita average, costs bulged
in other health care sectors. The state’s health care cost excess rose partly

XX



because physician and other non-hospital health costs per capita here were
rising sharply against the national average.!* Clearly, genuine cost control must
address all costs and preclude shifting or re-packaging of costs.

Politics, not gimmicks. Hospitals and other caregivers have shown that they can
game formulas. Successful cost controls will rest on successfully-negotiated
political and financial arrangements, not on market or regulatory efforts to evade,
sidestep, muffle, or finesse grave political and financial conflicts. Successful
reforms should address the core needs of all parties.

c. Failures of understanding

Looking beyond strategy and tactics, past cost control efforts in Massachusetts
(and in the U.S. generally) have suffered from three types of failure of
understanding.

First, advocates of past cost controls did not identify wasted health care and its
costs, and did not design efforts to squeeze out waste, capture the resulting
savings, and recycle those savings to cover previously uninsured, under-insured,
and underserved people.

Second, they did not appreciate physicians’ central role in controlling health care
costs, work with physicians to negotiate durable arrangements that encourage
doctors to spend money carefully, and thereby overcome the Massachusetts
pattern of relatively elaborate and costly care.

Third, they did not seek careful ways to shift care appropriately from costly
teaching hospitals to less costly community hospitals, while buffering those
teaching hospitals that might be vulnerable to short-term financial harm from that
shift. Tiered cost-sharing policies are likely to move patients based on income,
regardless of where particular patients truly can best be served. They may also
punish patients who lack practical access to hospitals with lower cost-sharing.
And supporting community hospitals in improving quality of care is not the same
as duplicating costly high-technology equipment.

d. Four lessons from temporary successes in reducing the Massachusetts
excess

The first three lessons are related. They speak to the importance of a broad and
balanced view—but not so balanced that pressure to contain cost is neutralized.

A first lesson is to first, do no harm. It is vital to anticipate consequences of cost
controls for patient care. Health care leaders can be counted on to trumpet their
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fears and grievances, but whose job is it to analyze effects of cost controls on
those groups of patients whose voices are hard to hear?

A second lesson, related to the first, is to avoid extreme behavior. Containing
costs is very hard. In the past, mobilizing support for lower costs often depended
on emotional narrowing of vision and focusing on means (like closing hospitals)
rather than on objectives. For example, fixated on their cost control method of
cutting beds, proponents lost sight of surviving hospitals’ greater ability to raise
prices (and of the need for surge capacity). This helped allow cost rebound.

A third is to avoid idealized absolutes, formulas, and financial incentives, and
instead pay empirical attention to actual means of slowing cost growth and actual
consequences of reductions in excess costs. Formulas can be gamed. So can
changes in financial incentives. They are not worth fighting for. Genuine,
bottom-line buy-in by hospitals and doctors is essential. This is as necessary as
it is inconvenient. Accept no substitutes.

A fourth lesson is to beware of cost rebound (when costs bounce back after
political pressure subsides, or after lower-cost hospitals close and survivors
merge). Moderation in pursuit of cost control helps to mitigate rebound. So does
instituting arrangements that will contain costs durably.

From 1975 to 1996, the Massachusetts hospital cost excess fell from 52 percent
to 30 percent. Achieving this success required building a considerable amount of
political, economic, and financial momentum. High hospital costs were widely
seen as a problem. A series of public policy and insurance/payment
interventions were undertaken. Hospitals were squeezed. Entire hospitals were
closed. Survivors closed beds. Many merged. Statewide bed-to-population
ratios, admissions rates, ER visit rates, and overall hospital employment all fell.

It may be that building up this momentum required a focused attack on excess

hospitals and excess beds as sources of high costs and closing entire hospitals
as the main remedy. Roemer had argued, essentially, that a bed built is a bed

filled.*> McClure had asserted that closing beds was desirable and that closing
entire hospitals saved the most money.*

With excess hospitals portrayed as a sort of public enemy, too little attention was
given to the actual consequences of hospital closings for actual people.

Smaller hospitals were much more vulnerable. As discussed earlier, hospital
closings were more likely in lower-income cities and towns of Massachusetts.
Thus, there is reason to suspect that hospitals have been closing in communities
with more than average unmet health care needs. Our national study tracking
1,200 hospitals in 52 cities since 1936 has shown that teaching hospitals are
more likely to survive, that hospitals in black/African-American neighborhoods
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are more likely to close, and that efficiency has absolutely no value in predicting
which hospitals survive.

When hospitals are lost, doctors who depend on them may be more prone to
retire or to relocate their practices. When a closing is feared, new physicians
may be unwilling to locate nearby and seek admitting privileges, making the fear
of closing a self-fulfilling prophesy.

3) Reasons for optimism

We are optimistic. Viewing Massachusetts and U.S. health care overall, we
believe that roughly one-half of health care spending is wasted. Squeezing out
waste, capturing the savings, and recycling those savings to finance care for
previously under-served people is the best way to contain cost while improving
coverage and appropriateness of care—and while protecting needed hospitals
and other caregivers.

In diminishing order of importance, the four types of waste are clinical waste,
administrative waste, excess prices, and theft/fraud. The distribution of
hospitals—by degree of specialization (teaching versus non-teaching) and by
location—contributes to both clinical waste and excess prices. Each type of
waste has specific causes and remedies.

4) Action to lower the Massachusetts excess needs to address the specific
causes of that excess

Cost controls that might work nationally—such as improved managerial
efficiency’*—cannot be adequate to address the Massachusetts excess. That's
because there is no reason to believe that Massachusetts hospitals are markedly
less managerially efficient than those in other states.

Action to lower the Massachusetts excess requires addressing its durable causes
and those responsible for its recent rises. Some causes are visible while others
are off-stage.

a. Causes of high hospital costs in Massachusetts—Ilong-standing and recent.
Some long-standing causes involve the shape of hospital care itself. Others
center on physicians.

Hospitals. First, we conclude that the configuration of hospital care in
Massachusetts—particularly the growing reliance on major COTH teaching
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hospitals for inpatient care—does much to explain high costs here. How beds
are used is much more important than the number of beds per 1,000 people.

Physicians. Second, we conclude that high physician-to-population ratios in
Massachusetts do much to explain high health costs and high hospital costs
here. By any measure, physician-to-population ratios in Massachusetts are
highest in the nation (though still substantially below the median for wealthy
nations in the OECD).

This high ratio is part of an explanation for high hospital costs and other heath
costs in Massachusetts. This explanation combines multiple factors over several
decades. Inthe 1950s and 1960s, Massachusetts physicians’ fees were held
down by Blue Shield, which dominated the private insurance market for
physicians’ services and contractually required participating physicians to accept
Blue Shield payments as payment in full. No balance billing of patients was
permitted. Blue Shield’s dominance as a payer in Massachusetts meant that
almost all physicians signed contracts with it, accepting the ban on balance
billing and thus reduced incomes.

Massachusetts already had a large supply of MDs—and, in a sense, therefore,
had a relative shortage of patients, so it was, for example, easy for an MD to fit in
more frequent appointments for patients than they might have in done elsewhere.

A state with fewer patients per physician and with low fees is a state in which
physicians would logically give more services per patient in order to fill their time
and earn incomes they considered reasonable. In this way, clinical services here
may have evolved toward a more elaborate and expensive pattern of clinical
care. Doctors’ incomes remain below the national average, we have calculated,
but cost of care given or ordered by doctors is very high.

Third, despite the high ratios of physicians to population in Massachusetts, the
state relies very heavily on hospital outpatient departments as sites of non-
emergency physician visits, and those are relatively costly.

These factors are long-standing and do more to explain durably high hospital

costs per person here than they do to explain the recent increase in costs.

b. The fall and subsequent rise of the Massachusetts excess could be broadly
explained along these lines:

e Inthe early years examined, 1960 to 1975, hospital costs per person were
typically some 47 to 52 percent above the national average.

e As discussed in the Introduction to the report, a number of forces during the
oil shock and stagflation years of the 1970s and 1980s led powerful economic
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and political actors in Massachusetts to press hospitals to hold down growth
of their expenses below national rates.

e Since 1960, one-half of Massachusetts hospitals have been closed, often with
the acquiescence or encouragement of other hospitals, payers, and even
state government. Little was saved; higher costs probably resulted.

e Gradually, surviving hospitals won deregulation of their revenues, pushed
back against managed care pressures, dominated health policy discussions
in employer/business organizations, neutralized business and other political
pressure to restrain expenditures, and asserted their claims that they needed
to spend more money to deliver first-class care. One cluster of hospitals,
Partners, acquired so much market and political power that it won high prices
from Blue Cross, and then other payers. At the same time, managed care
generally relaxed its financial incentives and regulatory restrictions to contain
costs. The Massachusetts excess soared again.

At least three factors make new types of cost control essential.

e Since hospital closings and bed reductions probably increased health care
costs in the long run, enthusiasm for wholesale cuts has been dampened.
This is probably healthy. But if wholesale cuts are not going to be effective,
what will be effective?

e Most types of cost controls attempted over the years have failed—those
relying on market competition and those relying on government regulation,
and both in Massachusetts and nationally.

e Past cost controls were often unpopular if they addressed broad middle-
income groups, and some risked doing harm to vulnerable patients.

Several complementary methods are worth considering.

5) Cost control can’t proceed in avacuum; it requires reforms in paying
hospitals and doctors, and in configuring hospitals’ and doctors’ care—
reforms that win hospitals’ and doctors’ political support

Some people say that the way to tell whether cost controls are really working is
to squeeze hospitals, doctors, nursing homes, and drug makers until they scream
with pain.

We assert that this is wrong-headed for at least two reasons. Complaints from
caregivers might be one way to gauge tightness of cost control efforts. But they
are not very sensitive gauges because caregivers sometimes complain even
when cost controls are not working. Just as bad, some hospitals don’t complain
very loudly (because they are embarrassed that they “can’t compete,” or worried
about scaring away potential patients, staff, or bond buyers) even when they and
their patients are being hurt badly.
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More important, we firmly believe that cost controls must and can be
shaped to protect needed and efficient caregivers and thereby to win at
least their political acquiescence and at most their political support. Cost
controls that are safe for patients will weed out waste at the retail level—
one patient and one service at atime. Only doctors can do this. And they
must do so willingly and wholeheartedly. Angry doctors could and would
defeat any cost control efforts.

Hospital cost controls should rest on a wide consensus that they are necessary
and should be designed to reflect and reinforce that consensus.

First, cost controls will enjoy much greater political support if their benefits are
concrete and immediate. One such benefit would be to pledge that savings from
cost control would be used only to subsidize more affordable coverage for
previously uninsured people and improved coverage for under-insured people.
Dollars saved would then return to caregivers as they serve newly-covered
patients.

Second, cost controls will face much lower political opposition if hospitals are
buffered from harm. Again, one of the best ways to do this is to use a substantial
share of the savings to finance care for growing numbers of newly-insured
patients.

Third, such commitments should begin by identifying all needed hospitals, a job
that only one state (Maryland) regularly undertakes.

It would be a mistake to try to save money by resuming the old practice of
throwing financially weaker hospitals out of the lifeboat. As mentioned earlier,
the size and distribution of hospital closings may have caused disproportionate
harm to lower-income and minority patients. Closings probably accelerated the
shift of patients to costly teaching hospitals.

With so many Massachusetts hospitals lost—along with their emergency
rooms—and with bed-to-population ratios here below the national average, the
burden of proof that further closings are both safe and money-saving must be on
those who would advocate or tolerate additional closings. *

Identification of needed hospitals is a function that can be accomplished only
through careful assessment and planning. It should be done with an eye toward:

a. satisfying total need for inpatient and outpatient capacity, both routine and
emergency, and both today and tomorrow--with analysis of specific services
(such as pediatrics, intensive care, psychiatry) and not merely total beds;

b. minimizing travel times by retaining the right care in the right places;
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C. assuring economic, geographic, racial, and ethnic equity by retaining needed
care in fair proportion to the residential locations of patients who rely more
heavily on hospitals and who are more vulnerable to deprivation of needed
care;

d. promoting efficiency by slowing or reversing the drift to delivering a greater
share of hospital care in costlier teaching hospitals; and

e. helping to retain and restore needed primary and specialty care physician
services in reasonable proximity to patients' jobs and housing.

Such commitments should be bolstered by unbreakable commitments, from all
payers together, to pay all needed hospitals enough money to finance the costs
of effective and high-quality care that’s provided efficiently. This requires fair
measures of that cost.

All-payer rate setting is probably the best vehicle to accomplish this. Itis a
mechanism that is compatible with a variety of methods of both raising money to
finance health care and of covering uninsured people. Maryland has shown that
all-payer rate setting can be designed, sustained, and administered with
reasonable adequacy, fairness, and political support over decades of changing
circumstances.

Enough money includes dollars to finance inpatient, outpatient, and emergency
care in the hospital. It could also include dollars to retain or recruit primary care
and specialists to deliver office-based physician services in the region
surrounding the hospital.

At any hospital, all payers would pay each hospital essentially the same price for
the same care, reinforcing payers’ collective accountability to the hospital, and
eliminating wasteful, distracting, and ineffective game-playing cost-shifting
among payers. Hospitals would not face any pressure to discriminate among
patients by their payer status. Clinical need would trump financial expediency.

All patients’ care would be equally profitable; there would be no cost-shifting
among patients by diagnosis, and therefore no financial incentive for hospitals to
prefer some diagnoses over others. Again, clinical need would trump financial
expediency.

Fifth, it is essential to reduce avoidable clinical and financial burdens on
hospitals. This entails greater reliance on genuine primary care, a subject that
has long been discussed, but about which very little has actually been done.
Better primary care, provided by well-trained, experienced, and self-confident
physicians, would reduce need for ER visits, costly imaging studies, lab testing,
specialist consultations, and hospitalizations.
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This is especially important in Massachusetts, where, for reasons noted above, it
is likely that physicians have evolved toward relatively elaborate and expensive
patterns of clinical practice.

The problems of the shortage of primary care physicians—and of their general
willingness and ability to provide a greater range of services and reduce reliance
on diagnostic imaging studies, laboratory tests, specialist consultations, referrals
to the ER, and inpatient admissions—will be hard to address in isolation. So will
the relatively elaborate and expensive practice patterns of Massachusetts
physicians generally.

We have therefore urged negotiation of a peace treaty with physicians, one that
gives them thoroughgoing relief from malpractice litigation and from payment-
related paperwork. This peace treaty should very substantially boost primary
care physicians’ before-tax income without lowering specialists’ before-tax
incomes. In exchange, physicians would take on the jobs of serving all residents
of the Commonwealth, and of managing risk-adjusted capitated budgets by
weeding out care of no or very low clinical value. *°

Some will complain that cost controls that require such comprehensive reforms in
the organization and delivery of hospitals’ and physicians’ services attempt
everything and will probably result in nothing. We reply, first, that past
incremental efforts have failed badly. Second, so have formula-driven
substitutes for political consensus.

Instead, we harken back to two successful political consensuses in
Massachusetts health care. One was political and economic consensus on
squeezing the Massachusetts hospital cost excess from the mid-1970s to the
mid-1990s. This showed that the excess can be reduced. But it must be
reduced next time with much more careful attention to retail-level patient-by-
patient need, not by dangerously broad wholesale hacks or mere cost-shifts to
other settings. The other was the success in building a political consensus in
support of the 2006 Chapter 58 Massachusetts health reform law.

Once something approaching a genuine political consensus on the central
importance of again reducing the state’s hospital cost excess is won, it will be
possible to implement individual components of an integrated cost-reduction
strategy. It would therefore be helpful to begin soon to design and debate those
components and to think through how to integrate them.
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6) Design principles for cost containment

For patients: cost controls should be safe for patients and should not impose
adverse and disproportionate impacts on patients who are already vulnerable to
denial of needed care. This is vital in itself. It is also likely to reduce backlash
against cost control.

For hospitals generally: efforts to shrink the Massachusetts hospital cost excess
should give special attention to the important causes of that excess, not to
problems that make for high hospital costs across the nation. Some of the
proposals to attack high hospital costs nationally may be useful while others are
oversold. (These include better management to find ways to more efficiently
provide the services now being given; aggregating the unit of payment to
hospitals; electronic medical records; and payment of hospitals for improved
clinical performance.) Unfortunately, none of these could be expected to shrink
the excess cost of Massachusetts hospitals. Likewise, steps to reduce financial
administrative costs—whether by merely standardizing forms or by moving to an
all-payer or even a single-payer system—could not be expected to do enough to
reduce this state’s hospital cost excess.

For teaching hospitals: the state’s high and growing reliance on costly teaching
hospitals is not sustainable. It will be essential to debate the share of care that
should or must be provided in major teaching hospitals. This is best done as part
of an effort to identify which hospital capacity is needed—how much, and in
which hospitals in which locations.

For doctors: only a greater role for physicians, working from upstream, can
reduce the downstream flow of non-emergency patients to hospitals. But it is
completely unrealistic to ask physicians to do more to diagnose and treat patients
without initiating quick and sustained action to rebuild the state’s primary care
capacity.

For addressing clinical waste: retail cost controls will be superior to most
wholesale cost controls because clinical waste in health care is widely diffused.
Costs should be contained one laboratory test, one imaging study, one
prescription, one surgery, and one specialist consultation at a time. Doing this
requires putting the health care dollar into the hands of physicians under
arrangements that allow us to trust them to spend the money carefully.
Negotiating a clinical, legal, political, and financial peace treaty with
Massachusetts physicians will help to liberate them (and ourselves) from the
pattern of elaborate and costly clinical practices that developed and has
persisted here in the years since the Second World War.

As noted earlier, the state’s Special Commission on the Health Care Payment
System endorsed a return to capitation of accountable organizations.
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For a number of years, our Program has urged that only doctors can identify and
squeeze out the waste and make the trade-offs that will allow successful
capitation. We emphasize not the mechanical re-adoption of capitation, but
rather a set of changes and reforms that invite, enable, and persuade
doctors to act as fiduciaries for their patients.

This is not fundamentally about a change in a payment formula, though that can
help. This is not fundamentally about a change in malpractice law, though that
can also help. This is not fundamentally about cutting payment-related
paperwork, though such cuts will follow from the reforms we suggest.

Rather, it is fundamentally about liberating, enabling, and persuading physicians
to spend money more carefully on behalf of their patients.
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INTRODUCTION

The United States has the costliest hospital care in the world and Massachusetts
has the costliest hospital care in the United States. Some have tried to deny this
and others have tried to justify it. But evidence presented here shows that only a
small share of this state’s extraordinary costs are justified by legitimate and
durably affordable factors like research, teaching, and exports.

The large and durable Massachusetts excess over the national average in
hospital cost per person has risen steeply since the mid-1990s, reaching an
unprecedented level in 2007. This cost excess is important. Higher hospital
costs here make for higher health insurance premiums, which burden everyone
who lives, works, does business, or pays taxes in Massachusetts.

Health care here is often now under a microscope because this state enacted
nearly universal health care coverage in 2006 despite our high costs. This raises
the question of whether improved coverage led to greater hospital cost.

It seems clear—from a number of different types of evidence that will be outlined
here—that the rise in the Massachusetts hospital cost excess did not stem from
coverage improvements under the state’s 2006 reform law. But the rising excess
does make the law’s promises steadily harder to afford each year.

1. The U-shaped trend in the Massachusetts hospital cost excess: Why
the fall and why the sharp rebound?

Massachusetts acute hospital costs per person can be expressed as a
percentage above the national average for hospital costs per person. We call
that the Massachusetts excess. As we document in this report, that excess
peaked in 1975 at about 52 percent above the U.S. level, fell to a low of about 30
percent twenty-one years later in 1996, and rose sharply again to a new high
more than 55 percent above the U.S. level during the next eleven years, through
2007. Early estimates suggest that the rise in the excess persisted into 2008.
(Annual data on U.S. and Massachusetts hospital spending, total and per person,
are presented below in Exhibit 7, and in more detail in Appendix Table 20.)

This report will address what forces accounted for the fall in the excess, and
what forces accounted for the subsequent rise in the excess. In light of the
pattern of failed health care cost controls in the United States and most states
since those efforts began around 1972, what accounts for the temporary success
that Massachusetts has had in shrinking its hospital cost excess? (These trends
are discussed briefly in this Introduction and in detail later in this report.)



And did the excess shrink safely? Was the cut in the excess associated with
harm to patients or to hospitals? Did patients suffer measurable harm? Did
hospital closings accelerate? This will require further analysis.

2. Fall

1975 — 1996: How were drops in the excess manifested? As presented in
Section B of this report, our calculations from American Hospital Association
(AHA) data show that this state’s excess in per person hospital costs fell from 52
percent in 1975 to 30 percent in 1996 (data shown below in Exhibit 7). Excess
spending thus persisted, but it shrank markedly, and this shrinkage had widely-
ramifying affects on hospitals in the state.

Hospital beds and the number of nurses and other employees per resident of
Massachusetts fell during those two decades relative to the national average. So
did average pay per employee. So did non-personnel expenses per resident.
And so did some measures of hospital use.

It appears that a number of economic and political forces converged in the
1970s, 1980s, and early 1990s to result in a shrinking of the Massachusetts
hospital cost excess. Because these forces generally were exerted against all
hospitals, many of the most vulnerable closed. Reported hospital profit margins
here remained near zero from 1998 to 2002.

From 1975 to 1996, acute hospital beds per 1,000 residents of Massachusetts
dropped from slightly above the U.S. average to about 9 percent below that
average. We detail these trends and others from AHA data in Section C of this
report. During that same period, the rate of admissions to hospitals fell by about
24 percent in Massachusetts—down from 155.3 per 1,000 people in 1975 to
118.3in 1996, and further to a low of 116.6 in 2000. (The nation experienced a
similar drop in admissions rate, although slower than here at some times, and
faster than here at others—so the state’s admissions rate was 2 percent above
the nation’s in both 1975 and 1996.)

Length of stay declined faster here than nationally. From 1975 to 1996, inpatient
days per 1,000 residents dropped to the U.S. average from 12 percent above.

In-hospital surgery rates remained about 10 percent above the U.S. average. ER
visits per 1,000 residents fell from 44 percent above the U.S. average in 1975 to
20 percent above in 1996; non-emergency hospital outpatient visits fell only
slightly and remained about two-fifths above the U.S. rate.

Hospital-employed RNs per 1,000 residents of Massachusetts fell from 58
percent above the national average to 14 percent above. Total hospital



employees per 1,000 fell from 39 percent to 26 percent above. Average pay per
full-time employee fell from 14 percent above to five percent above.

Overall, hospital labor costs per Massachusetts resident fell from 48 percent
above the national average in 1980 (the first year reported) to 31 percent above
in 1996, while non-labor costs per resident fell slightly less sharply—from 37
percent higher to 30 percent higher.

Was the drop in some measures of hospital use and resources safe for patients
and hospitals? The drop in the rate and number of hospital admissions—here as
well as nationally—may have been associated with reductions in access to care.
Whose access? Were the reductions felt across-the-board? Were they focused
deliberately on types of care that were less effective and useful? Were they
diffused geographically across the state or concentrated in certain areas? Did
peak season use run up against hospitals filled to capacity? The plummeting
admissions rates warrant concern about whether access declined and whether
patients were harmed—in Massachusetts or nationwide.

These questions are not easy to answer today because, unfortunately, the state
has not systematically studied effects of the reduced hospital admissions rate
here. Still, a few relevant observations are possible.

In 1960, there were 140 acute care hospitals in Massachusetts. In 1970, 127
remained open. There were 112 in 1980, 99 in 1990, 85 in 1995, 81 in 1997, and
73 in 2000. In the past decade, closings have abated; about 70 acute care
hospitals remain open in Massachusetts at this writing—roughly one-half the
number open in 1960. *’

Exhibit O
Massachusetts Acute Care Hospitals, 1950 - 2008
139 140
127
99
73 73
1950 1960 1970 1980 1990 2000 2008




It should not be assumed that these closings saved money (as discussed below).

It would not be surprising to learn, however, that the reductions in admissions,
inpatient days, and ER visits were felt disproportionately in cities and towns that
lost their hospitals. In a multi-variate analysis, we found that Massachusetts
hospitals that closed from 1990 to 1997 were non-teaching hospitals, and were
disproportionately hospitals with smaller financial reserves, and hospitals located
in lower-income cities and towns. That suggests that patients with lower incomes
were likelier to lose their nearby hospital, and this may have resulted in
disproportionate reductions in access to care.®

Disruption of inpatient care may also follow hospital closings. Some who are
sanguine about hospital closings, relocations, or mergers may regard hospitals
largely as interchangeable parts in a health care machine. But this may be
somewhat inaccurate. Many patients appear to respond conservatively when
their customary hospital closes. Shepard found that 30 percent of the inpatients
displaced by a hospital closing do not re-appear at surviving institutions nearby,
at least not for some time.'® Patients may be hesitant about seeking care in an
unfamiliar place from unfamiliar caregivers, and may face travel barriers, while
sometimes caregivers at a closing hospital fail to arrange appropriate follow-up
care elsewhere.

This matter goes beyond inpatient care alone. It's noteworthy that African-
American patients nationally rely on hospitals for more over one-third of their
ambulatory care visits to physicians, a rate double that of whites. The racial
disparity in sites of ambulatory care widened slightly from 1995 to 2006.%°

In one eastern Massachusetts community, half of all residents never or only
occasionally leave the immediate area to obtain health care. “Eighty-five percent
said that distance was the most important factor in deciding where to get care.”

Bindman, Keane, and Lurie followed patients of a closed county hospital. In the
year after the closing, they found a doubling in the share of patients lacking a
regular provider, a rise of more than one-half in the share reporting a denial of
care, a drop in perceived health, and a rise in pain. Patients of a surviving
county hospital experienced no deterioration.?

We have found that hospital efficiency is of no value in predicting which hospitals
survive. This holds for both a 52-city study®® and also for a somewhat similar
look at hospital closings in the three southern New England states. (Efficiency
was measured as cost per adjusted average daily census, further adjusted for
the hospital’s case mix index.) Since inefficient hospitals are no likelier to close,
there is little basis for anticipating that savings will result.

For these reasons, we are concerned that both the reductions noted above in the
rate of Massachusetts hospital admissions and the large drop in the rate of



excess ER visits from 1975 to 1996 may have reflected a loss of needed care
from areas of Massachusetts that lost hospitals—areas whose residents suffered
relatively low incomes.

Even looking just at total capacity, closings probably have gone too far. In winter,
typically, many Massachusetts hospitals are nearly full, or full. Pandemic flu, a
plane crash, earthquake, or other crisis could mean a grave shortfall of beds
generally and ICU beds in particular. 2* 2°

Two conclusions are reasonable. One is that, in the twenty years after 1975, it
proved possible to shrink excess hospital costs in Massachusetts. The second is
that some of the shrinkage may have been reasonable and justified, but some
may have imposed disproportionate costs on patients in lower-income
communities and on patients who relied more heavily on hospitals for needed
inpatient and outpatient care. This suggests that future efforts to reduce the
Massachusetts hospital cost excess—and other cost controls—should be more
mindful of effects of cost reductions on patients who are vulnerable to deprivation
of needed care.

Why did the hospital cost excess drop? First, the weak national economy, just
recovering from Viet-Nam era inflation, suffered oil shocks in 1973 and 1979,
resulting in both high inflation and deep recession. This stagflation helped elect
President Reagan in 1980. Massachusetts experienced particularly high
unemployment during the recession years of the 1970s. Manufacturing suffered
greatly; remnants of this state’s long-established textile and shoe manufacturing
industries disappeared. The recession generated grave questions about whether
the state’s economy was deep enough to float the high cost of health care in
Massachusetts.

Second, blank-check cost reimbursement insurance coverage by Blue Cross and
Medicare had led to soaring health care spending nationwide. Massachusetts
responded in 1971 with one of the nation’s first certificate of need laws to
regulate hospital building and equipment purchases. In 1975, the state added
regulation of hospital charges in Chapter 424. ?° Certificate of need had teeth in
its early years, though hospitals later found ways around and through the law.
Charge regulation had little practical force but greatly worried hospitals. Both
laws were clearly warning shots.

Hospitals heard them. They stopped adding beds. The hospital cost excess fell
substantially from 1975 to 1980.

Third, a political consensus favoring health care cost restraint seemed to form in
this state. It was manifested in one far-reaching regulatory action and one that
was legislative. In 1982, a vigorous state insurance commissioner, Peter Hiam,
pressured Blue Cross to sign a prospective payment contract with hospitals. In



1983, the state briefly adopted all payor prospective hospital rate setting in
Chapter 372. It was largely borrowed from a method successfully pioneered in
Maryland, one that instituted hospital inpatient revenue caps, and that ceased to
reward hospitals financially for higher volume. In 1985, Massachusetts
abandoned its all-payer payment and its Medicare waiver in favor of Medicare
hospital payments by the DRG. The main reason was that hospitals concluded
they would enjoy higher payment rates under DRGs. .

In 1988, the state enacted the first of its two historic universal health care laws—
Chapter 23—which mandated employers to provide health insurance coverage or
finance it through a new tax. Attempts by managed care organizations to use
financial incentives or revenue controls to induce hospitals and doctors to provide
fewer services at lower prices may have temporarily helped to hold down cost
increases.

(Hospital price competition also spurred cost-shifting from large managed care
plans to people in plans with less bargaining clout and to self-pay patients;
though the state’s hospital free care pool moderated the impact on uninsured
people, this trend further jeopardized access to care for vulnerable patients.)

All of these efforts either worked to hold down health care cost increases or could
succeed only if costs were restrained. Hospitals got the message and, after
increases in the excess in 1988 and 1989 (probably in response to the law’s
hikes in hospital prices and its financial incentives to boost volumes), the
Massachusetts excess shrank to its second-lowest measured level in 1990 and
remained relatively low for most of the 1990s.

3. Sharp rebound

In the eleven years after 1996, the Massachusetts hospital cost excess rose to
levels even higher than those of 1970 and 1975. Why did that happen?

First, the economic and political consensus supporting hospital cost restraint
largely melted away. Some large manufacturers ceased to fight to restrain health
care costs. Builders of jet engines and mini-computers, for example, cut
Massachusetts employment sharply and consequently came to care less about
high costs or health insurance premiums here.

Hospitals and health insurers moved into more prominent and influential
positions within the state’s business organizations, allowing them to neutralize
business support for cost control. (It might also be that they gained those
positions because other businesses had already come to care less about health
cost increases.)



Second, it is possible that the 1997 federal Balanced Budget Act’s cuts in
Medicare payments to hospitals had less effect on hospitals in Massachusetts
than elsewhere, perhaps because of earlier successes here in shrinking our
excess hospital costs. But this is highly speculative.

Third, payments to hospitals had been effectively fully deregulated in 1991. This
bestowed financial rewards on hospitals that boosted volumes. Some hoped
that hospitals would compete by price, allowing powerful insurers and HMOs to
extract price concessions. That seemed to work for a time, but then inter-
hospital competition gave way to substantial consolidation in many parts of the
state. A combination of closings of some hospitals and mergers of some
survivors gave some hospitals extraordinary and unwarranted market power,
allowing them to extract high prices for high volumes of care. The share of
patients served in costly teaching hospitals continued to increase.

Thus, closing fully one-quarter of the state’s hospitals in the 1990s, as shown in
Exhibit O, did not win any reduction in excess costs over the decade as a whole.

4. Did rising health insurance coverage do much to boost the
Massachusetts hospital cost excess?

From 30.2 percent above the U.S. average in 1996, per person Massachusetts
hospital costs rose to 36.0 percent above in 1997, 43.0 percent above in 2004,
and an unprecedented 55.4 percent above the U.S. in 2007.

Thus, again, it is important to note that the Massachusetts excess in per person
hospital costs began to rebound after 1996, a decade before the state’s 2006
health reform law was enacted. Indeed, the average excess in the late 1990s
was larger than the early 1990s average.

But did coverage expansion play a role in the 2006-2007 rise in excess costs?
It's important to note that the number of insured residents of Massachusetts
actually declined slightly in 2006, the year of record increases in the
Massachusetts hospital cost excess. Coverage improvements, however, may
have played a small role in boosting the excess in 2007.

Please consider that from 1999 to 2008, years for which reasonably consistent
Current Population Survey data are available from the U.S. Census Bureau, the
number of insured people in Massachusetts rose from 5,723,000 to 6,069,000,
an average rise of 0.7% annually. (These and additional figures on the state’s
insured and uninsured population are discussed further in section E of this
report.)

During these years, hospital costs in Massachusetts rose from $13.6 billion to an
estimated $21.1 billion in 2008, an average annual rise of 5.0 percent. And the



Massachusetts hospital cost excess rose from 38.3 percent above the national
average in 1999 to 55.4 percent in 2007. Our state’s hospital costs and cost
excess were rising far more rapidly than the number of insured people here.

In 2007, as just noted, Massachusetts hospital cost per person jumped to 55.4
percent above the U.S. average. With per person spending of $3,015 on hospital
care (from all sources) here, compared to $1,941 nationally, that Massachusetts
excess of 55.4 percent in 2007 was the highest recorded in more than three
decades.

Two data sets show different timing of the rise in the Massachusetts excess.
These calculations rest on financial data reported by hospitals, in Massachusetts
and elsewhere in the nation, to the American Hospital Association (AHA). Later,
in Section B (5) of this report, we incorporate financial data reported by
Massachusetts hospitals to the state’s Division of Health Care Finance and
Policy (DHCFP). The AHA and DHCFP hospital expense data agree for 2007,
both showing a 2007 cost excess of 55.4 percent in hospitals here. Expenses
reported to DHCFP, however, are somewhat higher than those reported to AHA
for 2001-2006.

This disagreement has consequences for the steepness of the climb in hospital
costs in Massachusetts. As we will detail later, the DHCFP data indicate a more
gradual climb, beginning earlier, while the AHA data indicate a faster climb,
beginning later. The gap between the two sets of data on expenditures before
2007 point to the possibility that the AHA data may have gradually become more
complete or accurate over time (through better reporting by hospitals). The same
possibility (improved AHA data over time) also may apply to data on potential
explanations for higher spending, such as volumes of care or number of
employees.

Given the focus on Massachusetts during the 2009-2010 national health care
debate, it is important to note that the Massachusetts hospital cost excess
began to rise well before the passage of the state’s Chapter 58 health
reform law in the spring of 2006. This holds true regardless of which set of
data is used, AHA or DHCFP. From the low of 30.2 percent above the U.S.
average in 1996, hospital cost per person here had, for example, risen to fully
43.0 percent above by 2004. As we have previously reported, the 2004 hospital
cost excess was the greatest in a quarter century. 2’

Hospital costs here averaged 41.0 percent above the U.S. per person average in
the AHA data during the five years from 2001 through 2005, gradually climbing
almost five percentage points over those five years. (Annual data on total
hospital spending and per person hospital spending for Massachusetts and the
nation are presented in Exhibit 7. More detailed data are found in Appendix
Table 20.)



But then in 2006 and 2007, this state’s hospital cost excess rose sharply. Per
person spending on hospital care in Massachusetts soared from 43.2 percent
above the U.S. average in 2005 to 51.7 percent above in 2006, and—confirming
the trend—to 55.4 percent above the U.S. average in 2007. By AHA data, the
excess stabilized at 55.0 percent in 2008; it rose to 57.5 percent by DHCFP
data.

5. Great savings available if hospital costs here were restrained

Total hospital spending statewide in 2007 was $19.5 billion. As a crude
comparison, and one that is not inflation-adjusted, this sum was roughly equal to
total U.S. hospital spending in 1970.

If hospital spending per person in Massachusetts in 2007 had been at the U.S.
2007 average, some $6.9 billion would have been saved for all who pay for care
here—or 36 percent of actual costs. That $6.9 billion excess is up sharply from
the 2005 Massachusetts hospital cost excess of $5.2 billion (adjusted for
inflation), when hospital spending per person here exceeded the national
average by 43.2 percent—and up from $6.4 billion in 2006, an excess of 51.7
percent.”® %

In 1996, hospital cost per person in Massachusetts was closer to the U.S.
average than at any other time—yet was still 30 percent above that average. Had
Massachusetts hospitals in 2007 spent at the 30 percent excess of 1996, $3.2
billion would have been saved in 2007.

Suppose that hospital spending per person in Massachusetts in 2007 had simply
held to the average excess prevailing here from 2001 to 2005 (41.0 percent)
rather than the actual excess of 55.4 percent. In that case, the saving in 2007
alone would have been some $1.8 billion (actual 2007 spending of some $19.5
billion less $17.7 billion at the 41.0 percent average excess from 2001 to 2005).

6. A consistently growing and consistently unjustified excess: what to do?

Our 1991 report on hospital costs in Massachusetts concluded that fully two-
thirds of the excess costs of Massachusetts hospitals were not justified by
reasonable and durably affordable factors.*® Updating some of those analyses
and adding others, we find—as documented in this report—that an even larger
share of today’s excess, five-sixths, is not justified.

The evidence from the years from 1975 to 1996 shows that the size of the
excess in hospital costs in Massachusetts can be reduced. While winning
another slowdown in cost increases will not be easy, the precedent indicates that
it is possible.



Nationally, neither competitive forces of a market nor regulatory actions by
government have succeeded in reining in health care costs generally or hospital
costs specifically. Without either effective markets or competent government
action, Americans have suffered decades of growing financial anarchy in health
care. Since the mid-1990s, Massachusetts has led the way toward higher health
care costs generally and higher hospital costs particularly. Possibly, we can lead
the way toward more affordable health care for all.

At the same time that spending increases must be slowed, all needed hospitals
must be protected and sustained. Needed hospitals—and their emergency
rooms and other services—must be kept open and paid enough to finance the
costs of efficiently delivering needed and high-quality services.

It would be a mistake to try to save money by throwing financial weaker hospitals
out of the lifeboat. As the exhibit above showed, one-half of Massachusetts
hospitals have been closed since 1960. Those closings have often occurred with
the passive acquiescence of other hospitals, payers, and even government. The
observed pattern of closings may have won occasional savings but, if so, these
were clearly short-lived. Over time, more and more care has been shifted
gradually into surviving hospitals that are often more costly than those that
closed—and hospitals with regional oligopolies have gained greater power to
raise prices.

With so many hospitals lost—with their emergency rooms—and with bed-to-
population ratios in Massachusetts below the national average (as shown in
Appendix, Table 1), the burden of proof that further closings are both safe and
money-saving must be on those who would advocate or tolerate them.

The four main aims of this report are

e to document the excess hospital costs in Massachusetts,

e to analyze possible reasons for the long-standing excess, its drop from
1975 to 1996, and its substantial rise since 1996,

e to assess the share of the excess that is justified by reasonable and
durably affordable factors, and

e to suggest workable methods of slowing the increase in hospital costs in
Massachusetts.
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A. CONTEXTS

It is useful to discuss four types of comparisons across space or time.

e When comparing hospital costs in Massachusetts to the U.S. per capita
average, it's important to recognize how much U.S. hospital costs exceed
those in other wealthy nations.

e Massachusetts hospital expenses as a share of all personal health expenses
were highest of any state in 1980, dipped in the 1990s, and then rose sharply.

e All health care costs are high here, not only costs of hospital care.

e Excesses in Massachusetts health care costs per capita have grown during
the years when the hospital excess shrank and also during the years when
the hospital excess soared again.

1. U.S. Hospital Costs in an International Context

As exhibits 1 and 2 show, the U.S. national average hospital spending per
person is very high in comparison to levels prevailing in other wealthy nations. In
2004 and 2005, the last two years for which full data are available, U.S. hospital
spending per person was more than one-third above the second-costliest
(Norway) of the other wealthy nations belonging to the Organization for
Economic Cooperation and Development (OECD). Indeed, hospital spending in
the U.S. was more than two-thirds (70-72 percent) above the average level
prevailing in 12 other wealthy OECD nations. The U.S. excess is particularly
striking since less wealthy OECD nations are excluded from this comparison.

Exhibit 1
Hospital Spending per Person, Thirteen Wealthy OECD Nations, 2004-2005

2004 2005
Australia $1,067 $1,135
Canada $915 $967
Denmark $1,288 $1,333
France $1,077 $1,147
Germany $920 $971
Japan $1,129 $1,180
Luxembourg $1,282 $1,322
Netherlands $1,107 $1,169
New Zealand $677 $830
Norway $1,431 $1,528
Sweden $1,302 $1,307
Switzerland $1,406 $1,412
United States™" $1,933 $2,053
all but USA $1,133 $1,192
U.S. percent of all others 170.5% 172.3%

Source: OECD Health Data 2009, July 2009.
Notes: All dollars in U.S. currency. Currency conversion by purchasing power parities.
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Exhibit 2 presents these data in a simple chart.

Exhibit 2
Hospital Spending per Person, 13 Wealthy OECD Nations,
2004-2005
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It is worth noting that “hospital costs” are sometimes defined in slightly different
ways. The OECD and the United States national health expenditure accounts
generally seek to include all hospital care. In this report, we focus on acute
hospital care, that provided by what the American Hospital Association defines
as non-federal short-stay acute general and other special (pediatric, obstetrical,
and the like) hospitals. In hospital fiscal year 2007, these short-stay hospitals
accounted for 91.0 percent of all reported hospital spending in the United
States.*

Because of these differences in definitions, we don’t add Massachusetts into the
above international comparison or calculate the Massachusetts excess above an
international average. Nonetheless, in considering the Massachusetts excess
above the U.S. average, it's important to bear in mind that the U.S. average is
itself extraordinarily high by any international standard.
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2. Hospital Costs as a Share of Personal Health Care Costs,
1980 — 2004

Hospitals’ share of all spending on personal health care in Massachusetts (from
all sources) dropped from a peak of 54.9 percent in 1981-1982 to a trough of
37.5 percent in 2000. (See Exhibit 3.) This is partly associated with the
previously noted dip to a 1996 low in the Massachusetts hospital cost excess—a
reduction in the percentage by which Massachusetts hospital cost per person
exceeds the national average hospital cost per person. That reduction is
discussed in sections B and C of this report. The drop in hospitals’ share of
spending on all personal health care in Massachusetts is also associated with
faster annual growth in spending on physician services, prescription drugs, and
long-term care in Massachusetts.

But, more recently, the hospital share of statewide personal health care spending
jumped from 37.5 percent in 2000 to 39.7 percent in 2004. It is likely that this
share was well over 40 percent by 2007.

Exhibit 3

Shares of Personal Health Spending by Sector in Massachusetts,
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Source: U.S. Centers for Medicare and Medicaid Services, Office of the Actuary, National Health Statistics
Group, “Health Expenditures by State of Provider, 1980-2004,” February 2007. s
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From 1980 to 1985, hospitals represented a higher share of personal health care
costs in Massachusetts than in any other state. But as spending on other health
sectors grew here relative to hospital spending, and as hospital costs grew in
other states, this state’s rank on hospital share of costs fell to 16™ by 1990, and
tied for 29" in 1995 (the low), then rose again to 20" in 2000 and rose sharply
further in the most recent years available, to 10" in 2003 and 2004.3* In light of
the very substantial rises in the Massachusetts hospital cost excess since 2004,
it is likely that this state is now again close to top-ranked in the nation in hospital
costs’ share of personal health care spending.

3. Massachusetts Hospital Costs Are High, but
So Are Many Other Health Care Costs Here

Although high hospital costs in Massachusetts have been among the most widely
discussed and debated aspects of the state’s health care cost problem, they are
certainly not the only health sector in which Massachusetts suffers excess costs.

This is fairly important, since some parties wishing to minimize the severity of the
hospital cost excess might say that, in other states, more of the care is given
outside hospitals—in sites such as freestanding ambulatory surgery centers, for
example. But our state’s high hospital cost excess is not, apparently, offset by
lower-than-average costs in other sectors.

Federal government data * indicate that spending on all personal health care *°
in Massachusetts was $7,528 per person in 2004 (the most recent year for which
comparable data are available). This was 33 percent above the U.S. average
of $5,653, as discussed shortly.

That meant, we calculate, a statewide excess of $11.3 billion in personal health
care costs.*” Thus, had personal health spending in 2004 fallen to the national
average, the savings would have been $11.3 billion.

The 2004 federal government data are available for spending on each category
of health care in each state.*® We have estimated the 2004 savings on health
care, sector by sector, if personal health care spending per person in
Massachusetts were at the 2004 average spent per person nationally. The pie
chart in Exhibit 4 identifies the slices of the $11.3 billion in savings from hospitals,
physicians, and other sectors.

Exhibit 5 displays the sums that would have been saved statewide, in dollars and
as a share of actual spending in 2004, for each of the main categories of care.

The hospital spending excess in Massachusetts of $5.6 billion did amount to half

of the state’s total 2004 health spending excess—but as Exhibit 5 shows, there
was substantial excess spending in other health care sectors as well.
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Exhibit 4

Savings by Sector, If Massachusetts Spent at U.S.
Average, Personal Health Care, 2004

MD,
$1,358,364,984,
12%

Total Savings on Personal
Health Care in 2004, if
Massachusetts Spent at U.S.
average = $11,289,807,084

All other,

$638,554,028, 6%

Dental,
$526,030,146, 5%

Retail Rx,
$655,112,314, 6%

Hospital,
$5,632,088,778,
49%

LTC,
$2,479,656,834,
22%

Exhibit 5

Savings by Sector in 2004, If Massachusetts Spent at U.S. Average

Hospitals $5.6 billion, or 31.1 % of actual hospital spending
Physicians $1.4 billion, or 13.5 % of actual spending on MDs
Long-term care  $2.5 billion, or 41.8 % of actual LTC spending

RXx $0.7 billion, or 13.7 % of actual Rx spending
Dental $0.5 billion, or 22.8 % of actual dental spending
All other $0.6 billion, or 15.4 % of all other actual spending
Sum $11.3 billion, or 24.9 % of actual personal health

spending in Mass. would be
saved if spent at U.S. average

15




4. Total Health Costs in Massachusetts Rose Farther above
U.S. Average

Overall personal health spending per person in Massachusetts—on hospitals,
physicians, pharmaceuticals, long-term care, and other services—as just noted,
was fully 33 percent above the national average in 2004 (the latest year for which
comparable federal government data are available).*® That is the greatest
excess in overall health costs ever reported for Massachusetts.

The Massachusetts excess over U.S. personal health spending per person has
grown substantially in recent years, as shown in Exhibit 6. In the early 1980s,
the Massachusetts per-person excess for all health services was about 21
percent. “° But the excess rose steeply in the late 1980s, stabilized in the mid-
1990s, and then rose again recently. The Massachusetts health spending
excess averaged almost 30 percent from 1997 through 2003, and jumped to 33
percent in 2004.

Exhibit 6

Excess Massachusetts Personal Health Cost per Person,
Above U.S. Average, 1980 - 2004

35%

33%

31%

29%

27%

25%

23%

Mass. Excess

Exhibit 6 presents data by state of provider because it is available all the way
back to 1980, presenting a consistent 25-year series. The Massachusetts excess
by state of resident is slightly lower; these data are available starting only in
1991. In section D, we present estimates of net exports of hospital care and of
all health services to non-residents.
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Shrinking Hospital Cost Excess Offset by Rise in Other Costs

As this report highlights, hospital costs per capita in Massachusetts did decline
relative to the U.S. average during the years before 1996. However, as we have
noted elsewhere, spending on non-hospital care in Massachusetts—especially
for physicians, drugs, and long term care—was rising sharply against national
averages.*

Non-hospital health care spending per person in Massachusetts, we reported
nine years ago,

had been just 3.2 percent above the national average in 1980, and 6.8 percent
above in 1985. But non-hospital spending rose sharply relative to the U.S.
average during the late 1980s, and steadily thereafter. By 1998, non-hospital
spending in Massachusetts exceeded the national average by ... 29.5 percent.
Thus, while Massachusetts hospital spending moved gradually closer to the
national average, the slight progress on hospital costs has been more than offset
by the rapid rise of hon-hospital costs. ...[N]Jon-hospital costs rose sharply
enough to boost Massachusetts health spending per person ...[farther] above the
U.S. average...by the mid-1990s. In 1980, Massachusetts ranked 13th among
the states in spending per capita on non-hospital care. By 1998, per person
spending on non-hospital care in Massachusetts had risen to second-highest
among the states.*

Thus, the rise in non-hospital expenses here more than offset the constraint in
hospital costs, boosting the state’s overall health care cost excess.

The result was seen in Exhibit 6. Overall spending on personal health care per
person in Massachusetts was 21-23 percent above the U.S. average in the early
1980s, but then climbed to 26-30 percent above throughout the 1990s. The
excess rose to 33 percent in 2004.
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B. TRENDS IN HOSPITAL COSTS PER PERSON,
US.A. AND MASSACHUSETTS, 1960 — 2007,
WITH EARLY DATA ON 2008

1. Trends in Excess Hospital Costs per Person in
Massachusetts — AHA Data

In 2007, hospital spending in Massachusetts rose to $3,015 per person, fully 55.4
percent above the national average of $1,941, we find, calculating from data
reported by hospitals to the American Hospital Association.*?

Looking back nearly a half century, that 55.4 percent excess is the highest
recorded in years examined.

Exhibit 7 displays the basic data on total hospital spending in the U.S. and
Massachusetts, spending per person, and the dollar and percentage differences
in hospital spending per person.

The data in Exhibits 7 and 8 make the following points clear:

e Hospital spending per person in Massachusetts was 40-50 percent in excess
of the national level from 1960 through about 1980.

e The excess then dipped to some 30-40 percent through the 1980s and 1990s.
(Nonetheless, just as they had previously, hospital costs per person here still
exceeded those in every other state.*?)

e After reaching a low of 30.2 percent in 1996, the excess in Massachusetts
hospital costs above the U.S. average began rising again. The average
excess during the late 1990s (35.9 percent) was slightly more than the
average excess in the early 1990s (34.8 percent). [re: 1990-94 vs 1995-99.

e The Massachusetts excess rose steadily in every year from 2000 to 2007.
e For the five years starting in 2003, hospital spending per person has been

more than 40 percent above the U.S. average..

¢ In 2006 the excess here soared above 50 percent for the first time since
1975, and it rose further in 2007.

(Although the dollar figures in Exhibit 7, for total and per person U.S. and
Massachusetts hospital expenses, are not adjusted to take account of general
inflation over time, that has no effect on the estimated excess in per person costs
here as compared with the U.S. average.)
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Exhibit 7

Total Hospital Expenses and Hospital Expenses per Person, 1960 — 2007

Total Hospital Expenses

Hospital Expenses per Person

Mass. %
year U.S.A. Massachusetts U.S.A. Massachusetts above U.S.A.
1960 $5,616,940,000 $237,857,000 $31 $46 47.5%
1965 $9,147,158,000 $366,559,000 $47 $67 40.8%
1970 | $19,559,675,000 $815,344,000 $94 $142 51.9%
1975 | $38,961,563,000 $1,562,277,000 $178 $271 52.4%
1980 | $76,851,146,000 $2,733,340,000 $335 $479 43.0%
1981 | $90,572,422,000 $3,159,773,000 $391 $551 41.0%
1982 | $104,875,624,000 $3,582,627,000 $448 $623 39.1%
1983 | $116,437,675,000 $3,921,711,000 $493 $679 37.9%
1984 | $123,336,420,000 $4,159,720,000 $517 $715 38.2%
1985 | $130,499,066,000 $4,458,559,000 $542 $760 40.2%
1986 | $140,654,175,000 $4,598,913,000 $579 $780 34.7%
1987 | $152,584,542,000 $4,944,140,000 $622 $833 34.0%
1988 | $168,722,539,000 $5,636,706,000 $681 $942 38.3%
1989 | $184,897,504,000 $6,160,608,000 $739 $1,022 38.3%
1990 | $203,692,591,000 $6,543,022,000 $819 $1,088 32.8%
1991 | $225,023,388,000 $7,284,846,000 $895 $1,214 35.6%
1992 | $248,094,866,000 $7,845,886,000 $976 $1,309 34.2%
1993 | $266,089,085,000 $8,507,912,000 $1,033 $1,409 36.4%
1994 | $275,778,770,000 $8,672,792,000 $1,057 $1,426 34.9%
1995 | $285,588,378,000 $8,823,926,000 $1,081 $1,441 33.2%
1996 | $293,755,251,000 $8,819,046,000 $1,098 $1,430 30.2%
1997 | $305,763,487,000 $9,539,109,000 $1,129 $1,535 36.0%
1998 | $318,833,871,000 | $10,315,438,000 $1,162 $1,648 41.8%
1999 | $335,246,268,000 | $10,518,161,000 $1,206 $1,669 38.3%
2000 | $356,563,790,000 | $11,148,180,000 $1,267 $1,756 38.6%
2001 | $383,734,757,143 | $12,055,797,429 $1,346 $1,882 39.8%
2002 | $416,951,058,927 | $12,979,804,604 $1,448 $2,015 39.1%
2003 | $450,124,257,375 | $14,000,779,782 $1,551 $2,174 40.1%
2004 | $481,246,587,226 | $15,124,176,850 $1,643 $2,349 43.0%
2005 | $515,740,325,861 | $16,079,248,699 $1,745 $2,499 43.2%
2006 | $551,835,328,219 | $18,075,916,295 $1,850 $2,805 51.7%
2007 | $583,252,287,933 | $19,480,349,556 $1,941 $3,015 55.4%

Source: American Hospital Association, Hospitals, J.A.H.A. Annual Guide Issue and Hospital
Statistics, various years.
Notes: Expenses by hospitals are as reported by hospitals to the A.H.A. We calculated

expenses per person using the most current population data from the Census Bureau.

The U.S.A. hospital cost per person in 2004 and 2005 from the A.H.A. differs from the cost
reported by the O.E.C.D. in Exhibit 1 because different hospitals are included (acute hospitals by

A.H.A. versus all hospitals by O.E.C.D.). Each exhibit, though, is internally consistent.

Table 20 in the Appendix shows the percentage change in per person spending each year.
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Exhibit 8 graphically displays how much Massachusetts hospital costs per person
exceeded the U.S. average over nearly half a century. The graph powerfully
shows the decline in the Massachusetts excess until about the mid-1990s, its
leveling out, its gradual rise until 2005, and its steep increases in 2006 and 2007.

(Please note that the data in exhibits 7, 8, 9, 10, and 11 are shown for every five
years from 1960 to 1980 and for each year after 1980.)

Exhibit 8

Massachusetts Hospital Spending per Person as a
Percentage of U.S. Average, 1960 - 2007
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Calculating from the data in Exhibit 7, we show in Exhibit 9 the annual savings
statewide in Massachusetts if hospital spending per person here equaled the
U.S. average. These are the sums by which hospital costs in our state would
have fallen if spending per person equaled the national average. Exhibit 9 also
adjusts savings for inflation. “°
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2. Excess Costs Adjusted for Inflation

Inflation-adjusted savings in 1960 would have been over $500 million in constant
2007 dollars if hospitals here spent at the U.S. per person average. In 2004 and
again in 2005, inflation-adjusted savings would have been over $5 billion. Then,
as previously noted, the annual statewide savings achievable if spending were at
the U.S. average rose in 2006 to $6.2 billion, and further in 2007 to $6.9 billion.

Exhibit 9

How Much Would Statewide Massachusetts Hospital Costs Have Fallen
If We Spent at the National Average Hospital Cost per Person, 1960 — 20077
(In Current Dollars and Constant 2007 Dollars)

Annual Savings If Massachusetts Inflation-adjusted

Hospital Cost per Person Equaled | All-items All-urban Annual Annual Savings

the U.S. Average (stated in current | Average Consumer Price (in constant

Year dollars of the year shown) Index (1982-1984 base) 2007 dollars)
1960 $76,574,710 29.6 $536,390,323
1965 $106,250,302 315 $699,369,847
1970 $278,478,340 38.8 $1,488,150,929
1975 $537,149,492 53.8 $2,070,142,193
1980 $822,000,816 82.4 $2,068,389,480
1981 $918,997,822 90.9 $2,096,224,934
1982 $1,007,865,561 96.5 $2,165,521,878
1983 $1,076,891,896 99.6 $2,241,816,462
1984 $1,150,776,317 103.9 $2,296,479,915
1985 $1,278,706,394 107.6 $2,464,029,193
1986 $1,185,154,572 109.6 $2,242,083,205
1987 $1,253,163,636 113.6 $2,287,266,327
1988 $1,560,812,774 118.3 $2,735,604,752
1989 $1,704,689,644 124.0 $2,850,433,550
1990 $1,617,542,393 130.7 $2,566,063,312
1991 $1,914,183,520 136.2 $2,914,028,189
1992 $1,997,637,456 140.3 $2,952,203,460
1993 $2,269,803,933 1445 $3,256,925,171
1994 $2,242,889,053 148.2 $3,137,956,154
1995 $2,201,732,436 152.4 $2,995,482,983
1996 $2,044,741,202 156.9 $2,702,107,905
1997 $2,526,454,047 160.5 $3,263,800,842
1998 $3,043,016,307 163.0 $3,870,828,755
1999 $2,913,211,980 166.6 $3,625,637,446
2000 $3,103,823,675 172.2 $3,737,241,629
2001 $3,425,760,521 177.1 $4,010,751,202
2002 $3,669,177,411 179.9 $4,228,874,835
2003 $4,021,582,228 184.0 $4,531,754,904
2004 $4,564,753,711 188.9 $5,010,403,197
2005 $4,874,258,569 195.3 $5,174,800,411
2006 $6,189,578,589 201.6 $6,365,871,051
2007 $6,940,828,960 207.3 $6,940,828,960
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Exhibit 10 depicts the data in the right-hand column of Exhibit 9—the inflation-
adjusted sums by which total statewide Massachusetts hospital costs would have
fallen, in each of various years from 1960 to 2007, if hospital costs in our state
had equaled the national average cost per person.

Exhibit 10

How Much Would Massachusetts Hospital Costs Fall If
We Spent at the National Cost per Person, 1960 - 2007,
CPl-adjusted 2007 Constant Dollars
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Note: The urban consumer price index for all items was used to adjust for inflation. The producer
price index for hospital care is superior but, unfortunately, the producer price index for hospital
care is available only after 1992.*

The inflation-adjusted hospital savings that could be won statewide if spending
were at the U.S. average jumped by nearly $1.2 billion dollars from 2005 to 2006,
and by over half a billion dollars more in 2007.

In Section C of this report, we will examine explanations for the hospital cost
excess in Massachusetts, its drop from 1975 to 1996, and its resurgence from
1996 to 2007.

In Section D, we will focus on the 2006 excess of $6.4 billion. How much of this

excess cost is apparently justified by legitimate and durably affordable factors?
How much is not?
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3. Estimates of the 2008 Massachusetts Excess

Cost data reported by hospitals to the AHA have very recently become available.
They indicate U.S. per capita hospital costs of $2,065 and Massachusetts costs
of $3,200. *® Massachusetts was 55.0 percent above U.S. hospital spending per
person. This reflects a 6.4 percent rise in per capita hospital spending nationally,
just above the 6.2 percent rise in Massachusetts. (By contrast, over the ten
years from 1998 to 2007, the average U.S. annual rise was 5.6 percent and the
average Massachusetts annual rise was 7.0 percent.)

Extending previous exhibits through 2008, Exhibit 11 shows the Massachusetts
percentage excess over U.S. per person spending through 2008, and Exhibit 12
shows the CPI-adjusted dollar excess through 2008. (Exhibit 11 simply updates
Exhibit 8 through 2008, and Exhibit 12 updates Exhibit 10.)

Exhibit 11

Massachusetts Hospital Spending per Person as a
Percentage of U.S. Average, 1960 - 2008
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Exhibit 12

How Much Would Massachusetts Hospital Costs Fall If
We Spent at the National Cost per Person, 1960 - 2008,
CPIl-adjusted 2008 Constant Dollars
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Note: The urban consumer price index for all items was used to adjust for inflation. The producer
price index for hospital care is superior but, unfortunately, the producer price index for hospital
care is available only for years after 1992.%

4. Stages in the Growth of Excess Massachusetts Hospital
Costs

The percentage by which costs per person here exceed the national average of
hospital costs per person, as shown above, has varied over time.

Please refer back to Exhibit 7. Its data cover 48 years, a period that can be
divided roughly into four parts. During the first part, from 1960 to about 1975,
hospital costs per person in Massachusetts were some 40-50 percent or more
above the U.S. average.

During the second part, 1975 to about 1985, the percentage hospital cost excess
in Massachusetts gradually declined; hospital costs per person here moved
closer to the U.S. average. (As Exhibit 9 shows, however, even adjusting for
inflation, the dollar excess generally continued rising from year to year.)
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Third, from about 1986 through the mid-1990s, Massachusetts hospital costs per
person hovered 30-40 percent above the U.S. average.

Fourth, from a low that was still fully 30.2 percent above the U.S. average in
1996, Massachusetts hospital costs per person generally rose again relative to
the nation for more than a decade, through 2007.

In 2006, Federal analysts noted that hospital spending was growing faster in New
England than elsewhere in the nation. They highlighted recent rapid growth in
statewide aggregate spending on hospitals in Massachusetts, averaging “10.2
percent annually from 2000 to 2004.” *°

We have calculated that the rate of growth in hospital spending per person in
Massachusetts from 2000 to 2004 was tied for sixth-highest among the states.
That is remarkable because hospital spending per person here had long been
highest of any state.

Even more remarkably, inflation-adjusted excess hospital spending statewide in
Massachusetts rose by 53 percent ($2.4 billion) from 2003 to 2007—from $4.5
billion in 2003 to $6.9 in 2007. In three of those four years, the rise here was
substantially faster than the U.S. rise.

A great share of this surge in hospital spending occurred from 2005 to 2006
alone. In this one year, total hospital spending, not adjusted for inflation, rose by
one-eighth, 12.3 percent, in Massachusetts, more than double the national rate
of 6.0 percent. That was the fastest rise here in almost 20 years, and it pushed
the Massachusetts excess up from 43.2 percent in 2005 to 51.7 percent in 2006.
And the 2007 rise, unusually large as well, was half again as fast as the national
rate, pushing our excess to 55.4 percent.

5. Another View of Trends in Excess Hospital Costs per
Person in Massachusetts — State DHCFP Data

For the years 2001 through 2008, data on hospital expenses in Massachusetts
are now available from two sources: expenses reported by hospitals to the AHA
and expenses reported by hospitals to the Massachusetts Division of Health
Care Finance and Policy (DHCFP).

We compared the two sets of data for 2001 through 2008. In 2001, the expenses
reported to the DHCFP were 5.0 percent higher than expenses reported to the
AHA. The gap vanished in 2007 but reappeared in 2008. (Please refer to Exhibit
13)
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It is worth underlining that the DHCFP data and the AHA data agree on the size
of the 2007 Massachusetts excess: According to both, the 2007 Massachusetts
hospital cost per capita was 55.4 percent above the U.S. average.

From one viewpoint, as shown in Exhibit 13, the differences between the two
sets of hospital cost estimates were relatively small and, over time, shrank to
zero.

From a second viewpoint, by the AHA data, 2008 was a year of consolidation of
the Massachusetts excess over the U.S. average cost per person. From the
DHCFP data, though, 2008 was a year of marked continued growth in the
excess.

Exhibit 13

Comparing Expenses Reported by Hospitals
to the Massachusetts Division of Health Care Finance and Policy and
to the American Hospital Association, 2001 — 2007

Massachusetts hospital expenses % % rise in expenses

reported to $ Difference | Difference from previous year
DHCFP AHA DHCFP AHA

2001 | $12,696,213,342 | $12,055,797,000 $640,416,342 5.0%

2002 | $13,469,233,885 | $12,979,805,000 $489,428,885 3.6% 6.1% 7.7%
2003 | $14,482,617,573 | $14,000,780,000 $481,837,573 3.3% 7.5% 7.9%
2004 | $15,619,312,863 | $15,124,177,000 $495,135,863 3.2% 7.8% 8.0%
2005 | $16,725,466,275 | $16,079,249,000 $646,217,275 3.9% 7.1% 6.3%
2006 | $18,285,526,678 | $18,075,916,000 $209,610,678 1.1% 9.3% 12.4%
2007 | $19,479,887,182 | $19,480,350,000 -$462,818 0.0% 6.5% 7.8%
2008 | $21,062,825,000 | $20,772,348,000 $292,050,000 2.2% 8.1% 6.6%

From a third—and perhaps more important—viewpoint, the two data sets
suggest differences in the earlier years in the rate (slope) of Massachusetts
hospital costs’ approach to the substantial 2006 and 2007 excesses.

The state’s own data from DHCFP on the angle of approach to the 2006 — 2007
excess is somewhat shallower than the AHA approach. Because, according to
the DHCFP data, the Massachusetts excess was higher in 2001 through 2005

than in the AHA data, the subsequent percentage increase in costs in 2006 and
in 2007 were not as large as seen in the AHA data.

In other words, because the DHCFP data raise the height of the foothills of 2001
through 2005, the climb to the peaks of 2006 and 2007 is not as steep as it
appeared from the AHA data. The state’s own data smooth out the 2006 rise.
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As shown in Exhibit 14, Massachusetts costs per person, when calculated from
DHCFP data, were 48.9 percent above the U.S. average in 2005, rising to 53.5
percent above in 2006. When calculated from AHA data, the cost excess here
rises from a lower figure of 43.2 percent in 2005 to nearly as high as the DHCFP
figure, 51.7 percent in 2006.

Two points of similarity seen in Exhibit 13s and 14 are noteworthy.

e First, in the six years shown in Exhibit 13, the 2005-2006 jump is the greatest
annual rise in costs in both data sets (with the next largest rises coming in
2004 and 2003 in both data sets, and with a dip in the excess in 2002).

e Second, both data sets show the same Massachusetts hospital cost per
person for 2007 and the Massachusetts excess rises to 55.4 percent in 2007
using either set of data. (See Exhibit 14.)

As noted earlier, the 2008 gap of 2.2 percent between Massachusetts costs
reported by hospitals to DHCFP and AHA indicated either a continued steady
growth in the Massachusetts excess or a small pause and consolidation in the
size of the excess.

Without a detailed hospital-by-hospital comparison, audit, and reconciliation of
expenses reported by hospitals to AHA and DHCFP, it is not possible to identify
which set of data measures expenses more accurately.

Exhibit 14

Comparing Excess Massachusetts Hospital Expenses per Person
Using AHA and DHCFP Data

Mass. excess over USA

Hospital costs per person hospital cost per person
AHA USA | DHCFP Mass AHA Mass DHCFP AHA
2001 $1,346 $1,985 $1,882 47.4% 39.8%
2002 $1,448 $2,093 $2,015 44.6% 39.1%
2003 $1,551 $2,248 $2,174 45.0% 40.1%
2004 $1,643 $2,426 $2,349 47.6% 43.0%
2005 $1,745 $2,599 $2,499 48.9% 43.2%
2006 $1,850 $2,839 $2,805 53.5% 51.7%
2007 $1,941 $3,015 $3,015 55.4% 55.4%
2008 $2,065 $3,245 $3,200 57.1% 55.0%

As it happens, as shown in Exhibit 15, using the higher hospital expenses
reported by hospitals to DHCFP for 2001-2006 does not greatly affect the overall
pattern of Massachusetts hospital costs per person relative to the national
average. (Compare Exhibit 11.) The jump from 2005 to 2006 persists even
though it is slightly less dramatic. More important, this state’s very high excess
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costs in 2006, 2007, and 2008 build somewhat on higher-than-previously-
calculated excesses in 2001-2004. (As noted earlier, the 2008 excess, estimated
from data from DCHFP and the Office of the Actuary, Center for Medicare and
Medicaid Services, should be regarded as a preliminary estimate.)

Overall, adding in the costs reported to DHCFP but not to AHA reinforces the
view that the very large recent excess expenses of Massachusetts hospitals build
on long-standing patterns and are not mainly associated with the 2006
Massachusetts health reform law. This is not surprising, considering that hospital
fiscal year 2006 ended on 30 September 2006, less than six months after
passage of the law and barely time for coverage improvements to begin to take
effect.

Exhibit 15

Massachusetts Hospital Spending per Person as

Percent of U.S. Average, 1960-2008
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Is it appropriate to include the additional dollars reported to DHCFP but not to
AHA? Does this adjust Massachusetts costs upward without making parallel
adjustments to reflect expenses that might actually have been incurred by
hospitals in other states? On balance, we think it is useful to consider the
DHCFP data as one reasonable view of reality. It is likelier that some hospitals
reported some costs to DHCFP that they failed to not report to the AHA than the
reverse. It's easier to forget or lose sight of some costs than to imagine them.
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This raises a question about reporting to AHA and DHCFP in 2006 and 2007:
why the small gap in 2006 and the congruence in 2007? Did some hospitals
decide to submit the same data to both in 2006 and did more decide to do so in
20077? Also, if spending reported to AHA rose in 2006 and 2007, does that mean
that reported admissions and other data also rose? Conclusive answers to these
guestions would rest on hospital-by-hospital comparison of key data reported to
the two sources in the years in question—an effort that is beyond the scope of
this report. .

Sections C and D, which now follow, rest on hospital costs reported to the AHA.
This is appropriate (and probably unavoidable) since only the AHA data allow for
Section C’s detailed Massachusetts — U.S. comparisons. It is worth noting that
the jump in expenses per person in Massachusetts, relative to the national
average, remains very substantial in 2006, no matter whether the AHA or the
DHCFP data are used.
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C. WHY ARE HOSPITAL COSTS SO HIGH IN
MASSACHUSETTS?

Hospital costs per person have long been higher in Massachusetts than in any
other state.>® The previous section documented a growing excess in hospital
costs here above the national average since the mid-1990s, a rise that
accelerated after about 2000.

We will examine forces behind the rise in the Massachusetts excess since
1996—and especially since 2000. And we will seek to understand the reasons
for the 2006 and 2007 jumps in the Massachusetts hospital cost excess.

In this section, therefore, we examine

1. factors correlated with higher costs in Massachusetts over the years, with
special attention to possible reasons for the drop from 1975 to 1996, and
reasons for the resurgence of excess costs from 1996 to 2007;

2. whether the growth in excess hospital costs in recent years has been across-
the-board or whether it is disproportionately concentrated at certain hospitals;
and

3. whether factors associated with high costs in Massachusetts match the
statistical predictors of hospital costs per person across the 50 states in 2007.

Section D, which follows, will address the legitimacy or appropriateness of
excess hospital costs in Massachusetts.

1. Factors Associated with Durably Higher Costs In
Massachusetts over the Years, with Attention to Possible
Reasons for the Drop from 1975 to 1996, and with the
Resurgence of the Excess from 1996 to 2007

A number of detailed characteristics help to portray what has changed in
Massachusetts hospitals from 1975 to 1996 and from 1996 to 2007, but few
capture why the statewide excess above the U.S. per-person average fell and
then rose again. We will begin by describing what has changed. These
characteristics are manifestations of the change in costs, but not a description or
an analysis of probable underlying causes, which will be addressed later.

30



As shown in Exhibits 7 and 8, the Massachusetts percentage excess in hospital
costs per person over the national average fell from 1975 to the mid-1990s and
has risen subsequently, according to data reported by hospitals to the AHA.

The jump of nearly $1.2 billion in inflation-adjusted dollars in 2006 (shown in
Exhibits 9 and 10) and the large 2007 jump as well were so costly in part
because they followed and built on almost a decade of fairly steady increases in
excess costs here.

This steady rise in the Massachusetts excess launched from a platform, 1994
through 1996, when Massachusetts hospital costs per person averaged 32.8
percent above the U.S. average. (As noted earlier, 1996 was the year when per
person costs in Massachusetts were their closest to the U.S. average of any year
for which data are available.) Starting then, the rising excess can be seen by
considering four successive periods.

This excess in Massachusetts hospital costs rose from 32.8 percent during the
mid-1990s to 42.3 percent above the nation from 2003 through 2005. Then in
2006-2007 the average excess soared to 53.6 percent. These data are displayed
in Exhibit 16.

Exhibit 16
Massachusetts Excess Hospital Costs per Person during Eight Periods

Period Stage Average Excess

Cost per Person
1960 + 1965 Pre-Medicare/M’caid 44.2%
1970 + 1975 Blank check years 52.5%
1980-1985 39.9%
1986-1993 35.5%
1994-1996 Launching 32.8%

pad/trough

1997-2002 1 38.9%
2003-2005 2 42.3%
2006-2007 3 53.6%

If recent excess costs were a rocket, the bottoming out of the Massachusetts
excess in 1994 to 1996 would be the launching pad. The gradual lift-off from
1997 to 2002 would be the first stage. The accelerating increase from 2003 to
2005 would be the second stage. And the extra large excess in 2006 and 2007
would be the third stage, perhaps the one that achieves escape velocity.

In this Section C, we examine a number of factors that are associated with the

drop in the excess after 1975, its rise after 1996, the 2006 and 2007 jumps, and
also explanations for what has been a persisting and substantial overall excess.
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In examining these factors, we rely very heavily on data reported by the
American Hospital Association annually for hospitals in this state and in the
nation as a whole. Several decades of data are presented in Appendix tables for
most of these factors.

Near the end of this section, three exhibits summarize the discussion. Exhibit 26
examines factors long and durably associated with higher costs and those that
seem to have been associated with the 2006 and 2007 surges in excess costs
here. Exhibit 27 presents the Massachusetts excess in 1975, 1996, and 2007
and notes salient factors. And Exhibit 28 summarizes a number of
Massachusetts — U.S.A. comparisons for 2007.

a. Beds. The number of beds per 1,000 people here fell from 107 percent of the
U.S. average in 1975 to 91 percent in 1996 and then rose slightly to 96 percent in
2007. But it is by no means clear that bed reductions helped to cause the drop in
the excess. Hospitals that closed were originally smaller and often less costly. If
patients obtained substitute care, it was at more costly surviving institutions.

The number of beds per 1,000 people has been at or below the U.S. average
since 1989, and was lower in Massachusetts than nationally throughout the
period from 1996 to 2007 so it's hard to see how it can help to explain the jump in
excess costs here. (See Appendix Table 1.) This factor will be discussed in
detail in Section D. Also, as discussed in Section C — 3, Massachusetts clearly
departs from the inter-state association between beds per 1,000 and cost per
person.

b. Use of inpatient care. Interestingly, Massachusetts hospital admissions per
1,000 people were almost identical at 102 percent of the U.S. average in 1975
and 1996, though there were several swings in the intervening years. The
admissions rate here then rose to 111 percent of the national rate in 2007, the
third highest excess the state has seen, with most of the rise coming since 2003.
(See Appendix Table 2.)

Looking in more detail, admissions here dipped from 2 percent above the
national average in 1975 down to 96 percent of the U.S. rate in 1981. But then,
the excess in the Massachusetts rate of admissions began rising in 1989 to a
1992 peak at 14 percent above the U.S. admissions rate, dropping back to 2
percent above by 1996. Admissions per 1,000 people hovered within two
percentage points of the national average from 1998 through 2002, but rose to
4.9 percent higher than the U.S. rate in 2003, 6.2 percent higher in 2004, and
after a small dip in 2005, up to 9.7 percent above the national average in 2006,
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and 10.9 percent more in 2007. The actual admissions rate rose in most years
after 2000 both here and nationally, but generally rose faster here.

Only a few of the underlying sources of changes in the rate of admissions (such
as financial constraints and relaxation, payment methods, changes in medical
tools and knowledge, or changes in physician or hospital capacity) can be
sketched from the aggregate data reported to the American Hospital Association.
It's unlikely that underlying differences in pathology are responsible.

The rate of admissions per 1,000 people rose nationally by 0.4 percent from
2005 to 2006 but jumped 4.4 percent in Massachusetts, the largest one-year
percentage rise in admissions ever seen here. (Only one other year has come
close.) Massachusetts hospitals in 2006 saw a rise of over 35,000 admissions.
Then in 2007 the rate of admissions nationwide fell very slightly (0.1 percent)
while in this state, it rose by 0.9 percent—to 130.4 admissions per 1,000
residents of Massachusetts, the highest admission rate here since 1993. As a
result, our admission rate in 2007 exceeded the U.S. rate by 10.9 percent, a
greater excess than in all but two previous years (1992-1993).

In Massachusetts, this decade has seen the reversal of a trend. The admission
rate generally declined after 1975 to a low of 116.6 admissions per 1,000
residents in 2000, but it has risen in most years since then, to 130.4 in 2007, as
just noted. Nationwide, the admission rate also fell through the 1980s and much
of the 1990s, but it has not climbed recently, instead hovering between 115.7 and
119.7 admissions per 1,000 people since 1993.

Inpatient-days per 1,000 people dipped from 112 percent of the national average
in 1975 to 99 percent in 1996 and then rose slightly to 105 percent in 2007. This
figure rose only moderately in 2006 and fell in 2007 (see Appendix Table 3).

The number of days of inpatient care used in a year reflects both the volume of
admissions and the length of stay in the hospital. Although admissions in
Massachusetts rose sharply in 2006 and rose again (less sharply) in 2007,
patient days didn’t rise much because the jumps in admissions were partly offset
by a drop in average length-of-stay (ALOS) from 5.5 days in 2005 to 5.3 days in
2006 and 5.2 days in 2007.

Average length-of-stay (ALOS) fell fairly steadily relative to the national average
even as the Massachusetts excess fell and rose. ALOS fell from 105 percent of
the national average in 1975 to 98 percent in 1996 and to 95 percent in 2007.

Considerable attention and effort has been invested in shortening ALOS in acute
care hospitals. These have certainly come down both nationally and—even
faster—in Massachusetts. ALOS here has been below the national average in

33



almost all years since 1991, and it fell in five of the last six years here. Indeed,
ALOS in Massachusetts fell to 5.2 days in 2007, compared to the national
average of 5.5 days. (See Appendix Table 5.)

The 2007 drop here put the ALOS 5.5 percent below the national average, down
from 1.8 percent below in 2005. (See Appendix Table 5.) It may be that some
hospitals worked to cut length-of-stay in 2006 to accommodate a rise in
admissions—nbut this is speculative because it supposes saturation in 2005,
which does not seem likely in light of the 74 percent occupancy rate prevailing in
Massachusetts in 2005. °> The Massachusetts ALOS in 2006 and 2007 was
farther below the U.S. average than in all but two previous years. Thus, ALOS
certainly did not contribute to the recent jump in costs.

ALOS, we suggest, is not a very good measure of efficiency because days saved
when stays are trimmed are typically recuperative or pre-surgery testing days
that are usually relatively inexpensive. When days are trimmed, average cost
per day rises.

A hospital’'s occupancy rate and average-length-of-stay have long been viewed
as measures of efficiency. Massachusetts occupancy rates have remained at
110 percent of the national average in 1975, 1996, and 2007. As with ALOS, this
purported measure of efficiency is useless in explaining changes in the
Massachusetts excess.

In 2006 and 2007, Massachusetts’ occupancy rate was substantially above the
national average (see Appendix Table 4) and average-length-of-stay here was
somewhat shorter than the national figure. Further, occupancy in
Massachusetts has exceeded the U.S. average consistently since 1960, and the
length of stay has been shorter than average for many years. So, clearly, neither
factor can help explain either endemic higher costs per person here or the 2006
jump in costs.

High occupancy is traditionally viewed as a sign of efficiency, because beds are
not standing empty. But occupancy rate is not a very good measure of efficiency
today, for several reasons.

One reason why occupancy doesn’t measure efficiency is that occupancy rate is
supposed to be calculated by dividing average daily census (the number of
inpatients a hospital has each day, averaged for the year) by beds set-up-and-
staffed—beds actually available for use on a given day. The national 66.6
percent occupancy rate in 2007 simply can't reflect average daily census divided
by beds set-up-and-staffed because no hospital currently staffs beds on a given
day unless they are expected to be used on that day. We suspect that many
hospitals are still reporting licensed beds in place of beds set-up-and-staffed.
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We don’t know whether this is less common in Massachusetts, where the 2007
state-wide occupancy rate was 72.9 percent, 9.6 percent above the U.S.
average. (See Appendix Table 4.)

Other reasons why occupancy rates don’t measure efficiency are that a high
occupancy rate may reflect a low bed-to-population ratio, or excessive
admissions, or hospital stays that are longer than needed, on average. For
example, if a hospital or region has high occupancy because patients are
admitted inappropriately, that boosts revenue (so the hospital may seem to be
doing well), but it boosts costs needlessly for all who pay for care.

Perhaps more important, once beds are built—whether needed or not—the fixed
or sunk cost of construction is a surprisingly small share of the cost of hospital
care. So spreading this fixed cost over more patients, while a good thing, may
not be a very important way to lower the costs of hospital care.

c. Surgery. An excess in the number of surgeries per 1,000 people in
Massachusetts hospitals does help to explain the long-standing excess in
hospital costs per person. A higher rate of surgeries here is one important
indication that high costs here reflect more elaborate, intensive services. The
Massachusetts surgery rate was 11 percent above the U.S. average in both1975
and 1996, so it can’t help to explain the constricting excess in costs between
those years. But it rose to 18 percent above the U.S. by 2007.

In-hospital surgery rates in Massachusetts have been 10 percent or more above
the U.S. average in almost every year since 1980. (See Appendix Table 6.) The
gap grew from a 1997 low to a 2004 peak excess of 24.7 percent. And our
surgery rate was more than 20 percent above the U.S. average from 2004-2006,
an excess matched only in one previous year.

However, changes in the surgery rate here don’t help explain the 2006 and 2007
jumps in the excess costs of Massachusetts hospital care. That's because the
hospital-based rate of surgeries actually dropped slightly faster in Massachusetts
in 2006 and 2007 than the national decline in hospital surgeries. So in 2007, our
rate stood at 17.7 percent above the national average.

Costs and hospital admissions rose here sharply in 2006 even though the
absolute number of inpatient surgeries in Massachusetts hospitals reportedly
dropped about 10 percent in 2006, while the number nationwide dropped very
slightly.

In recent decades, insurers have pushed to shift a large share of surgeries from
inpatient to outpatient settings (in hospitals or elsewhere). Many observers have
assumed that shift would help lower costs. It's worth noting, therefore, that (as
Exhibit 17 shows) the outpatient share of hospital-based surgeries is higher in
Massachusetts than nationally.
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Exhibit 17

Outpatient Share of Hospital Surgical Operations,
Massachusetts and United States, 2007

Outpatient
Total Share of
Inpatient Outpatient | Surgical Total
Surgeries Surgeries Operations | Surgeries
Massachusetts
2007 229,481 462,064 691,545 66.8%
2006 201,727 515,027 716,754 71.9%
2005 222,012 507,335 729,347 69.6%
United States
2007 10,189,630 | 17,146,334 | 27,335,964 62.7%
2006 10,095,683 | 17,235,141 | 27,330,824 63.1%
2005 10,097,271 | 17,445,587 | 27,542,858 63.3%

Source: American Hospital Association. Hospital Statistics, 2009 edition, Tables 3 and 6.

d. Use of outpatient care. On the outpatient side, use of the emergency room
in Massachusetts dropped from a 1975 rate 44 percent above the U.S. average
to 20 percent above in 1996. It rose slightly to 23 percent above the U.S. in
2007.

The drop in the Massachusetts rate of ER use relative to the national average
from 1975 to 1996 is dramatic. Why did this happen? Is it associated with a
drop in need for ER care or in demand for that care—perhaps associated with
patients’ real or perceived understandings of some managed care organizations’
requirements for prior approval of ER visits? Is it associated with the closing of
some hospitals and ERs?

ER use jumped greatly in 2006, by almost 275,000 visits. That boosted the
excess in our ER use rate (visits per 1,000 people) from 14.5 percent above the
national average in 2005 to 22.6 percent above in 2006. That does not appear to
have been a data anomaly, as the 2007 excess was similar.

This is a remarkable reversal of a fairly steady trend over a quarter-century.

Generally, the Massachusetts excess in rates of ER use had declined from a 50-
60 percent excess in the early 1980s, to a 30-40 percent excess in the mid-
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1980s and early 1990s, to a 14-20 percent excess in the mid-1990s and early
2000s. (See Appendix Table 7.) The Massachusetts excess declined because
“our ER use rate fell in most years since 1980 while the national ER use rate
rose in most of those years.

In 2006, the ER use rate nationally rose by 2.2 percent, but the use rate in
Massachusetts jumped by 9.4 percent. In 2007, the rates here and nationally
each rose just over 1 percent.

This rise in ER use directly imposes a substantial cost on hospitals. Also, since
many patients who visit the ER are subsequently admitted to the hospital, the
rise in ER visits in 2006 may help to explain the rise in admissions and therefore
in inpatient hospital costs. But what are the underlying forces that propel the
dramatic rise in ER visits in only one year? Also, in 2006, ER visits rose much
faster than admissions (9.4 percent vs. 4.4 percent), so independent forces are
clearly at play on the ER side.

A very high rate of use of non-emergency outpatient care has long been
responsible for much of the high spending on hospital care in Massachusetts.
The rate of non-emergency visits to Massachusetts hospitals dipped slightly from
142 percent of the U.S. average in 1975 to 139 percent in 1996, but then soared
to 158 percent in 2007.

During the past decade, the Massachusetts excess in non-emergency outpatient
care was generally three times as large as the state’s excess rate of emergency
room use.

The Massachusetts rate of non-emergency outpatient visits per 1,000 residents
has hovered very close to three-fifths above the U.S. average since 2000. In
both 2006 and 2007, our use rate and our excess over the national use rate rose
so slightly that it does not help explain the jump in the overall cost excess in that
year. (See Appendix Table 8.)

As will be discussed later, the heavy reliance on hospitals in Massachusetts for
outpatient physician services is particularly surprising in light of the large
numbers of physicians in office-based (non-hospital) practices in this state.
Moreover, the state’s excess over the national average in both office-based and
total physicians per 1,000 residents has grown steadily over the years.

e. Number of hospital employees. Turning to hospital workers, we find a
mixed picture.

Compared with hospitals nationwide, Massachusetts long had an excess in
hospitals’ rate of use of full-time-equivalent (FTE) registered nurses per 1,000
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people. But that excess dropped fairly steadily from 58 percent above the U.S.
average in 1975 to 11 percent above in 1998—and since then has generally
hovered 12-16 percent above the U.S. average. The excess probably reflected,
in part, lower rates of use of licensed practical nurses in Massachusetts than
nationally, though the importance of this factor seems to have diminished over
the years.

Because our excess shrank slightly in 2006, use of nurses per 1,000 residents of
the Commonwealth can’t help to explain any of this state’s rise in hospital costs
in 2006. (See Appendix Table 11.) But in 2007, hospital employment of RNs
rose far faster here than nationally (up 10.8 percent here versus 3.6 percent
nationally), with this state’s use rate jumping to 21.7 percent above the U.S.
average. This may have been one component of the 2007 rise in cost.

We can speculate that the 2007 jump may have been, in part, a somewhat
lagged response to the rise in admissions during the previous year. Hospitals’
increased revenues and margins also may have encouraged them to put more
resources into trying to recruit and retain nurses.

Another possible influence—nurse staffing levels were facing intensified scrutiny
in several forms, which may have prompted some hospitals here to try harder to
improve nurse staffing levels. There was more than simply discussion by the
media, legislators, the Massachusetts Nurses Association, and others of the
hazards of understaffing. Going beyond mere words, hospitals may have boosted
staffing as they sought to prevent the possible passage of heatedly-fought
legislation that would set minimum nurse staffing ratios.

Further, on a Massachusetts Hospital Association website, after posting their
planned staffing levels for various inpatient units in 2006, the state’s hospitals in
early 2007 for the first time reported on the previous year’s actual staffing levels.
While this potential for public exposure of under-staffing may also have spurred
some hospitals to try to improve staffing, we are skeptical of this explanation in
light of the difficulty of using the website to understand or compare hospitals’
staffing levels.>

The ratio of total hospital employees per 1,000 people in Massachusetts fell from
a 39 percent excess over the U.S. ratio in 1975 to a 25 percent excess in 1996,
but then rose back to a 38 percent excess in 2007. Hospital staffing levels
therefore seem to be centrally associated with the U-shaped curve of the
Massachusetts excess over the national average from 1975 to 2007.

With employee pay and benefits historically equal to one-half of hospital
expenses, hospital employment per 1,000 residents of the Commonwealth is
inevitably closely tied to the overall Massachusetts hospital cost excess. And, as
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we will see, the number of employees has been much more salient than average
pay per employee.

Interestingly, the rise in the ratio of employees per 1,000 people from 2005 to
2006 did little more than offset the decline from 2003 to 2005. Generally, this
ratio simply remained high—29.2 percent in excess of the national ratio. Like the
rate of surgery per 1,000 people, it helps explain the state’s long-standing pattern
of high costs but not the 2006 jump in costs (Appendix Table 12.)

In 2007, however, the ratio of hospital staffing to population in Massachusetts
rose sharply by 8.8 percent, by far the largest one-year rise seen here or
nationally in AHA data. That jump contrasts with the year’s 1.8 percent rise for
the U.S. as a whole. The Massachusetts increase reflected the addition of
11,000 jobs—remarkably, nearly one-tenth of all hospital jobs added nationwide
in 2007. That drove hospital staffing here to 38.1 percent above the U.S.
average—the biggest excess since 1985. As with RNs, we can speculate that
the 2007 jump in Massachusetts hospital staffing may have been, in part, a
somewhat lagged response to the rise in admissions during the previous year.

Although this does not pertain to the cost excess, it is important to note that
hospital staffing ratios both in Massachusetts and nationally hit record highs in
2007.

There is no reason to think that the high ratio of hospital staffing to population in
Massachusetts means that hospital workers here are under-worked and sitting
idle. To the extent that hospitals in Massachusetts have higher than average
rates of admission and surgery, and to the extent that physicians in our teaching
facility-dominated hospitals practice a more intensive and elaborate style of
medicine than the national average, hospital workers here are kept busy. If more
of the population here becomes hospital patients, and if more is done to or for the
patients in our hospitals than average, then more work is being generated for
hospital staff to do. Although many of those additional services may be
inappropriate, unnecessary care, the shape of care is driven by physician orders,
not by frontline staff themselves.

Massachusetts’ excess in salaried (non-resident/non-trainee) hospital physicians
per 1,000 people has long been extraordinarily large. Our state’s hospitals
employed almost three times as many (283 percent) physicians per 1,000 people
as did hospitals nationally in 2006 and more than three times in 2007 (335
percent). Please refer to Appendix Table 10. Massachusetts ranked 4™ among
the states in salaried hospital physicians per 1,000 residents of the state in 2006.
These figures are remarkably unstable from year to year, so the data on annual
changes are probably unreliable, but over the past 30 years, physician
employment in hospitals here per 1,000 residents was consistently at least two-
and-one-half times the national average.
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Similarly, Massachusetts hospitals rank very high in medical residents (trainees)
per 1,000 people. In 2006, for example, we were 3"-highest in the nation, just
behind New York State and Rhode Island.

Massachusetts hospitals employ many more salaried hospital physicians of both
types than hospitals do nationwide—probably because we have more teaching
hospitals and fewer of the community hospitals dominated by private practice
community physicians with admitting privileges.

Thus, the number of salaried hospital physicians per 1,000 people residing in the
state has not been associated with the rise and fall in the Massachusetts excess.
But the cost of salaries for attending and resident/trainee physicians is included
with costs of hospital care in federal government data on health care spending,
not with physician costs. This is one small factor that consistently makes hospital
costs here higher than in other states.

f. Payroll and benefit costs per resident. Hospital payroll costs per resident of
the state fell from an excess of 58 percent above the U.S. average in 1975 to a
low of 32 percent above in 1996, but rose back to a 56 percent excess in 1997—
a U-shaped arc generally paralleling the state’s overall cost excess.

Payroll costs jumped by an aggregate $765 million in 2006 statewide, and $550
million more in 2007. That meant a rise of 11.4 percent per resident of
Massachusetts in 2006—or $118 for each resident of the state. Nationally,
payroll costs rose only half as fast (5.8 percent) as in Massachusetts, and from a
lower base—so the added cost in 2006 equaled $42 per American. This
propelled the Massachusetts excess in hospital payroll costs per person to 52.0
percent above the U.S. ratio in 2006—$1,154 per person here versus $759
nationally, up from a 44.5 percent excess in 2005. (See Appendix Table 13.)
That was the first time since the 1970s that this gap topped 50 percent. In 2007,
hospital payroll costs again rose substantially faster here than nationally, so the
Massachusetts excess climbed further, to 55.8 percent, confirming the trend.

But the question that remains unanswered is why did the Massachusetts excess
in hospital payroll costs per resident reach such a high level in 2006 and 2007
(which was the third-highest year ever reported here)? The following sections
address some of the factors involved.

The rise in hospital employees per 1,000 residents of the Commonwealth, noted
just above, is salient. Indeed, as seen below, it appears the dominant factor.

40



Additionally, hospital fringe benefit costs per resident had a somewhat similar
arc. The data were not available for 1975, but in 1980, benefit costs per
Massachusetts resident were 45 percent above the U.S. average, falling to a 23
percent excess in 1996 and then rising, before dropping to a low of 20 percent in
2002—then in just five years, soaring back up to a 45 percent excess in 2007.
Trends in benefit costs per resident were driven mainly by the number of
employees paid fringe benefits.

Benefits per state resident also rose dramatically in 2006, more than twice as fast
as the national increase. That drove our excess from 27.2 percent above the
U.S. average in 2005 to 37.5 percent above the U.S. average in 2006, the largest
gap since 1993. (See Appendix Table 14.) And in 2007, benefit costs in
Massachusetts rose far more than the national average, pushing our excess in
hospital benefit costs per resident to 44.7 percent, the second-highest recorded
since such data became available in 1980.

Not surprisingly, hospital labor costs (payroll plus benefits) per resident, fell from
a 48.1 percent excess in 1980 to a 30.5 percent excess in 1996 and rose to
49.1 percent above the national average in 2006—the highest excess then
recorded. They rose further to a new high in 2007, 53.5 percent above the U.S.
average. (See Appendix Table 15.)

In 2007, hospital labor costs per resident in Massachusetts were $1,526 per
person, $532 more per person than the U.S. costs of $994 per person.

By performing a Massachusetts — U.S.A. variance analysis, we calculated that
the number of hospital employees per Massachusetts resident explained a much
greater share of this $532 per resident gap than did labor cost per hospital

employee. >*

e About 71 percent of the 2007 Massachusetts excess in hospital labor
costs per resident was attributable to higher rates of hospital
employment per 1,000 people in Massachusetts.

e Only about 29 percent of this excess in hospital labor costs per person
was attributable to higher payroll plus benefits per employee in
Massachusetts hospitals.

In 2006, the rate of hospital employment per 1,000 state residents here explained
about two-thirds of the total gap in hospital labor costs per resident. In 2007,
thus, the higher number of hospital employees per 1,000 residents in
Massachusetts was accountable for a greater share of the gap in labor costs per
resident than in 2006.
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This distinction is important because some claim—as will be discussed later—
that the high cost of living in Massachusetts is an important explanation for high
labor costs specifically and high hospital costs generally. It appears, though, that
higher staffing levels are more than twice as important as per worker payroll and
benefit costs in explaining why hospital labor costs per resident here are so far
above the national average.

g. Payroll and benefit costs per worker. Hospital payroll per worker (average
pay per FTE hospital employee) fell from 114 percent of the U.S. average in
1975 to 105 percent in 1996 and rose back to 113 percent of the U.S. average in
2007 (with several other swings along the way).

Payroll per worker rose only slightly faster in Massachusetts than nationally from
2005 to 2006—increasing our excess to 17.7 percent above the U.S. average. It
did not, therefore, play a prominent role in the 2006 jump in hospital expenses
per person in Massachusetts.

Over the years since 1960, this excess averaged 9.5 percent. (See Appendix
Table 17.) Pay in Massachusetts hospitals peaked at 19.1 percent above the
U.S. average in 1991, and then hit a 40-year low in 2001 relative to the U.S.
average, when pay per FTE here averaged only 0.2 percent above the level
nationwide. Then we had five consecutive years of substantial increases in
Massachusetts hospital pay per worker, putting pay here more than 15 percent
above the U.S. average for the first time since the early 1990s.

But this five-year rise in the excess appears to have stopped in 2007. Average
pay per FTE hospital worker in Massachusetts fell by 1.6 percent in 2007 (while
the U.S. average rose 2.6 percent). That was only the second time this state has
ever reported a drop in hospital workers’ average pay. So the excess here
declined to 12.8 percent—but that was still higher than in any year from 1994 to
2004.

(These data on payroll increases from year to year are not adjusted for inflation—
but that does not affect the estimated Massachusetts excess.)

Note that this 2007 decline in average hospital worker pay in Massachusetts—
which preceded the economy’s collapse—may not reflect actual cuts in pay for
most existing workers. It may instead reflect a shift in the skill mix of hospital
workers employed here, with more of the 2007 hiring in lower-paid positions, or
possibly a combination of lower starting pay for new workers with capped pay or
low pay increases for existing workers.
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Next consider fringe benefits per FTE employee. Benefits per employee were
105 percent of the U.S. average in 1980, 97 percent in 1996, and back to 105
percent in 2007. (See Appendix Table 18.)

As with pay per FTE, 2006 was a fifth year of very substantial increases in
benefits costs per worker (9.0 percent here, and 5.0 percent nationally) that
exceeded the U.S. average. But as with pay per worker, that trend stopped in
2007 (which saw only a 0.2 rise in benefit costs here.)

Remarkably, although some observers may assume that Massachusetts
employers have liberal benefit policies overall, along with high health insurance
costs, hospitals’ benefit costs here per worker have generally hovered within 5
percent of the national average, except for a few years in the early 1990s. But
Massachusetts hospitals had—strikingly—fallen 8-12 percent below the national
average in spending on benefits per worker between 2001 and 2003 (years when
hospital pay here was at or just above the U.S. average). This suggests that
hospitals here may have more than offset high costs for workers’ health
insurance benefits by providing fewer benefits in some other respects than U.S.
hospitals do on average.

Thus, in 2007, even though the state’s new health insurance law was taking
effect, there is little evidence that the mandate boosted hospitals’ expenses for
health insurance because more workers enrolled themselves or their families.
(Still, it is possible that hospitals here offset increased health insurance costs by
cutting other benefits.)

Combining the two, the overall Massachusetts excess in payroll plus benefits
costs per worker was 15.4 percent in 2006, continuing a five-year steady rise
from a level that had been slightly and transiently below the U.S. average in
2001. (See Appendix Table 19.) In 2007, this excess declined to 11.2 percent.

Generally, the labor share (payroll plus benefits) of total hospital expenses in
Massachusetts has long been fairly close to the national average. The labor
share of hospital costs here was four percent above the national average in
1980, peaked at seven percent above in 1989, drifted downward in the mid-
1990s, then falling slightly below the U.S. average since 1997, but hovering just
below the average in 2004-2007. (See Appendix Table 21.)

This and other evidence signal that both labor and non-labor costs contribute
about equally to Massachusetts’ high hospital costs per person.

And both contribute to the jump in excess Massachusetts hospital costs per
person, although in 2006 the labor cost increase does so slightly more, while in
2007 the rise in non-labor costs was the bigger factor (as described below).
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h. Non-labor hospital costs. Massachusetts hospitals face enormous
excesses in both their labor and non-labor costs compared with the national
average. Non-labor costs per resident were 137 percent of the U.S. average in
1980, 130 percent in 1996, but then jumped to a new high of 140 percent in
1997. They have remained at 139 percent or more of the U.S. average since
then, and soared to an unprecedented 157 percent in 2007. (See Appendix
Table 16.)

Hospital costs today in Massachusetts are closely divided between labor and
non-labor costs, with labor costs representing 50.6 percent of the total in 2006
and 2007 (slightly lower than the national average share), and non-labor costs
equaling 49.4 percent. (See Appendix Table 21.) Non-labor costs include all
costs for hospitals other than besides payroll and benefits. These include
depreciation and interest on capital projects, equipment, medications, medical
supplies, food, insurance, utilities, and more.

Labor costs of hospitals here in 2007 totaled $9.86 billion, and non-labor costs
were $9.62 billion. (See Appendix Tables 15 and 16.)

As Exhibit 18 indicates, the non-labor costs of Massachusetts hospitals per 1,000
people in 2006 exceeded the U.S. average by 46.7 percent. That was up from a
39.4 percent excess the year before, and was close to the 49.4 percent excess in
2006 labor costs per 1,000 people for hospitals here.

Exhibit 18

Massachusetts Hospital Excess in
Labor and Non-Labor Costs

Mass % above US

Labor Non-labor
cost/ 1000 | cost/ 1000
residents residents

2005 41.0% 39.4%
2006 49.1% 46.7%
2007 53.5% 57.3%

Source: See Appendix Tables 15 and 16.

Non-labor costs of Massachusetts hospitals in 2006 rose a little faster (12.8
percent) than did their labor costs (12.0 percent). But the labor cost rise
outpaced the U.S. by more, so it contributed slightly more to boosting the 2006
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Massachusetts cost excess. Then in 2007, the situations reversed—Ilabor costs
rose faster in Massachusetts than non-labor costs did, but for the nation, non-
labor costs per 1,000 residents actually fell, so the excess in our state’s non-
labor costs jumped especially steeply.

It seems worth exploring which elements of Massachusetts hospitals’ non-labor
costs have recently risen so much faster than the national average. For example,
is hospital purchasing here less and less efficient relative to the national
average? Or have hospital construction projects proliferated here more than
average? *° Have hospitals here been buying more new equipment than
hospitals nationally? Are this state’s hospitals increasingly using costlier
medications, or using more supplies and medications in the course of doing more
surgeries and offering a more elaborate style of medical practice?

i. Revenues and surpluses from 2002 to 2007. As shown in a group of
exhibits below (see Exhibit 19 and Exhibit 20), Massachusetts hospitals’ total
revenues rose rapidly in 2003 and again in 2006 and 2007. Total hospital
revenues statewide stayed substantially above expenses through 2007.

This constitutes the period with the highest and most consistent profits for
Massachusetts hospitals during all the years from 1949 to 2007—and a fairly
dramatic departure from past years (see Exhibit 21).

Between 2003 and 2007, Massachusetts hospitals enjoyed five years of total
margins (surplus as percentage of total revenue) that were visibly greater than
during any previous period. After several years of high revenue and surpluses, it
is possible that hospitals began to spend money more freely. Thus, it is possible
that higher revenues allowed Massachusetts hospitals to incur increased
expenses in 2006 and 2007.

We expect that hospital total margins (surplus as a percentage of revenues)
dropped substantially in Massachusetts and nationally during hospital fiscal year
2008, ending 30 September 2008 for most Massachusetts hospitals. In one
view, even sharper drops are likely for 2009; in another view, some recovery is
likely. The latter seems more persuasive so far. >

Across those years displayed in Exhibit 21 from 1959 to 2002,>’ total margins of
U.S. hospitals averaged 4.3 percent, more than four times as high as
Massachusetts hospitals’ average total margins of 1.0 percent.

But for the entire period from 2003 to 2007, the U.S. average total margin of 5.6
percent barely exceeded the Massachusetts average of 5.0 percent.

In 2003, for the first time ever among the years examined (beginning with 1959),
Massachusetts hospitals’ total margins exceeded the hospital total margins for
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the U.S. as a whole, as Exhibit 21 shows. During the five years from 2003
through 2007, hospitals here garnered a cumulative total surplus of almost $4.4
billion, 5.0 percent of total revenue during the five years.

The 6.2 percent total margin attained by Massachusetts hospitals in 2003
was higher than in any previous year. But it was surpassed by the 6.7
percent total margin here of 2007.

Revenue growth may enable higher expenditures. Improved profitability during
the five years from 2003 to 2007 and the factors contributing to it are worth
examining closely. Even though higher revenues are clearly not a component of
cost increases, they can enable hospitals to increase their expenditures.

From 2002 to 2003 alone, Massachusetts hospitals’ total revenue rose by 15
percent (Exhibit 19). A 2005-2006 rise of 13.7 percent nearly matched that pace.

Three types of hospital revenue. Hospitals’ revenue is customarily divided
among three main categories:

e patient revenue,

e other operating revenue (research grants, parking, cafeteria, and gift
shops), and

e non-operating revenue (interest and dividends on investments, capital
gains, and unrestricted donations)—

Despite some year-to-year fluctuations between 2003 through 2007, no one type
of revenue consistently dominated the growth in total revenue in Massachusetts.
Patient revenue generally remained close to 85 percent of the total; other
operating revenue, close to 13 percent; and non-operating revenue about 2
percent. (See Exhibit 19.)

Patient revenue is, of course, driven by the combination of volume and price.
Data used here include substantial information on volume, but do not directly
address prices paid to hospitals. When changes in revenue and volume are
known, however, some information on prices can be deduced, as will be shown
shortly. For example, if revenue and volume were both stable one year, average
prices paid (revenue per unit) also must have been essentially stable.

Other operating revenue’s share of total revenue was 12.6 percent in 2006 and
12.5 percent in 2007, just below the average of 13.1 percent prevailing between
2003 and 2007. Thus, other operating revenue—such as hospitals’ income from
research grants—does not seem to have substantially enabled or powered the
surge in hospital expenditures in 2006 and 2007. Indeed, with net patient
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revenue comprising about 85 percent of all hospital revenue in Massachusetts,
the rate of its growth very powerfully shapes the growth in total revenue.

Other operating revenue did surge in 2006 but its level that year was actually a
little lower than in 2003. It's worth noting that (even though it ranged only
between 11.5 percent and 16.9 percent of the total) other operating revenue
fluctuated greatly between 2002 and 2007. It rose 38 percent from 2002 to 2003,
dropped 20.5 percent in 2004, dropped another 4.0 percent in 2005, rose by 23.6
percent in 2006, and rose by 9.4 percent in 2007.

Non-operating revenue rose by 67 percent from 2005 to 2006 and another 72.7
percent in 2007, but it still accounted for only 3.4 percent of total revenue in
2007. still, the dollar rise from $246 million in 2005 to $710 million in 2007 ($464
million or 188.6 percent in two years) was large enough to have a perceptible
effect on total revenue.

The national distribution of hospital revenue was somewhat different during these
years:

e Nationally, patient revenue averaged just over 92 percent of hospital revenue
nationally between 2003 and 2007 (compared to 85 percent here).

e As will be discussed later, Massachusetts hospitals relied on other operating
revenue—research grants in particular—for more than double the 5.7 percent
share of total revenue that prevailed nationally from 2003 to 2007.

e Non-operating revenue provided almost exactly the same two percent share
of total revenue in both this state and the entire nation between 2003 and
2007.

Exhibit 23 displays Massachusetts hospital revenue by type over the years.

Revenue and expense growth in Massachusetts, 2002-2003. As noted above,
total hospital revenue in Massachusetts rose a remarkable 15 percent in 2003.

The rapid growth in patient revenue in 2003 over 2002 (9.9 percent) seems to
have been driven mainly by price increases. We deduce this because inpatient
admissions, patient-days, surgical operations, emergency room visits, and other
outpatient visits grew very modestly. Other things equal, slow volume growth
would be associated with slow growth in expenditures by hospitals. This first
year of rapid revenue growth, unaccompanied by rapid volume increases,
resulted in a rapid rise in total margins here.

Other operating revenue, which often exhibits substantial year-to-year
fluctuations, rose by 38 percent.
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The rapid growth in total revenue of 15 percent from 2002 to 2003 was devoted
partly to financing an increased rate of growth in expenses and partly to building
up hospital financial reserves. From 2002 to 2003, expenses rose by 7.9
percent. Statewide, hospitals’ surpluses rose to almost $1 billion in 2003. Again,
please refer to Exhibit 19.

Revenue and expense growth, 2003-2005. In 2004 and 2005, the rate of rise in
revenue in Massachusetts slowed markedly but in 2004 the rate of rise in
expenses increased slightly, perhaps enabled or fueled partly by the revenue
gains of the previous year. Total margins consequently fell. These two years
mark a breathing space between the very rapid revenue growth of 2003 and the
almost-as-fast growth of 2006.

Revenue and expense growth, 2006. In 2006, this state’s hospital expenses
jumped fully 12.4 percent (a rise of $2 billion), but revenue growth was even
faster, at 13.7 percent (for a rise of almost $2.3 billion). Total margins eased up
to 4.6 percent. The statewide hospital surplus was $863 million.

All three types of revenue rose sharply in 2006, as shown in Exhibit 19. Net
patient revenue was up fully 11.5 percent that year (the fastest rise in the 2002-
2007 period), yet falling as a share of total revenue because of even bigger
jumps in other revenue sources.

The big rise in 2006 patient revenue appears to have been at least partly volume
driven—reflecting the year’s 4.4 percent rise in the admission rate, noted earlier,
along with the 9.4 percent rise in ER visits per 1,000 residents, and 2.4 percent
rise in other outpatient visits. (Because patient revenue rose faster than any of
these elements of patient volume, however, price increases or a shift in the mix
of services must also have contributed to the revenue increases.)

The jump in expenses in 2006 seems to have stemmed

e in part from the increases in volumes of care from 2005 to 2006, just noted;
and

e in part from hospitals’ financial comfort with spending more money, stemming
from several successive years of high revenue growth; this comfort may have
been reinforced, at some hospitals, by anticipation of substantial Medicaid
rate hikes called for by the new chapter 58 health law, passed early in April of
2006, just over one-half of the way through hospital fiscal year 2006. (Please
recall that hospital fiscal year 2006 began on 1 October 2005.)

One-third of a century ago, Vladeck argued that non-profits tend to spend the
money they receive.”® Hospital margins here have been, historically,
substantially lower than the U.S. average. This suggests that Vladeck’s
assertion has long been more true of Massachusetts hospitals than of hospitals
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elsewhere. After many years of tight total margins, hospitals may have needed
several years of strong revenue growth and rapidly accumulating surpluses (see
Exhibits 19 and 22) before they would allow expenses to rise very rapidly.

Revenue growth, 2007. Massachusetts hospitals’ revenue and cost increases
slowed in 2007, but costs slowed slightly more. As a result, total margins moved
up to 6.7 percent, for a statewide hospital surplus of fully $1.4 billion. This 2007
revenue growth may have helped to enable a consolidation of 2006’s rise in
hospital costs per person and even a continued increase.

Exhibit 19
Massachusetts Hospital Revenues and Expenses, 2002 — 2007
($ millions)
2003
2002 2003 2004 2005 2006 2007 to 2007
Net patient revenue | $11,179 | $12,287 | $13,502 | $14,489 | $16,149 | $17,554 $73,982
Other operating
revenue $1,823 $2,515 | $1,999 | $1,920 $2,379 | $2,603 $11,416
Non-operating
revenue -$20 $122 $258 $246 $411 $710 $1,747
Total revenue (TR) | $12,982 | $14,925 | $15,759 | $16,655 | $18,938 | $20,868 $87,145
Total expenses $12,980 | $14,001 | $15,124 | $16,079 | $18,076 | $19,480 $82,760
% rise from previous year in
Net patient rev. 9.9% 9.9% 7.3% 11.5% 8.7% 57.0%
Other oper. rev. 38.0% | -20.5% -4.0% 23.6% 9.4% 42.8%
Non-oper.rev. | |  -emeeee- 111.5% -4.7% 67.0% | 727% | | = e
Total revenue 15.0% 5.6% 5.7% 13.7% 9.2% 60.7%
Expenses 7.9% 8.0% 6.3% 12.4% 7.8% 50.1%
% of revenue from
Patients 86.1% 82.3% 85.7% 87.0% 85.3% 84.1% 84.9%
Other operating 14.0% 16.9% 12.7% 11.5% 12.6% 12.5% 13.1%
Non-operating -0.2% 0.8% 1.6% 1.5% 2.2% 3.4% 2.0%
Operating surplus $22 $802 $377 $329 $452 $677 $2,637
Total surplus $2 $924 $635 $575 $863 | $1,388 $4,385
Operating margin 0.17% 542% | 2.43% | 2.01% 2.44% | 3.36% 3.09%
Total margin 0.02% 6.19% 4.03% 3.45% 4.55% 6.65% 5.03%

Sources: American Hospital Association, Hospital Statistics, various years.
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Exhibit 20

Massachusetts Hospitals' Total Revenue and Expenses,
1992- 2007
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Exhibit 21

ACUTE HOSPITAL TOTAL MARGINS,
USA AND MASSACHUSETTS, 1949 - 2007
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Exhibit 22

Massachusetts Hospitals' Total Margins and
Total Dollar Surpluses, 1992 - 2007
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Exhibit 23

Three Sources of Massachusetts Hospital Revenue,
1992 - 2007

$20,000,000,000 -

$15,000,000,000

$10,000,000,000 -

$5,000,000,000 -

$0 1 1 1 1 1 1 ‘ ‘ ‘
% % 7 7 2 2 2 2 2 2
2 B Y Y Y D D D D 3
© 'e b4

% % %
b & & ° At o

2 %
© [ o) Y

.
©
&

ONet patient revenue B Other operating revenue BENon-operating revenue

51




J. Share of care provided in costly teaching hospitals. We examine this
across the states in 2004 and then over time in Massachusetts.

In 2004, this state was fifth-highest in the nation in the share of its hospital care
provided in costly major teaching hospitals-- those belonging to the Council of
Teaching Hospitals (COTH) of the American Association of Medical Colleges.

In 2004, fully 41.3 percent of acute care admissions in non-federal hospitals in
Massachusetts were to COTH hospitals, fully double the national COTH share of
20.7 percent. This factor is helpful in explaining the long-standing pattern of high
costs here.>

Nationally, some 270 individual non-federal acute care hospitals are members of
COTH. % Of these, 14 hospitals, or five percent of all COTH hospitals, are
located in Massachusetts, which has two percent of the nation’s population. ®
These 14 teaching hospitals are one-fifth of the 73 non-federal acute hospitals in
Massachusetts.

Interestingly, as shown in Exhibit 24, states’ hospital cost per person in 2006
was very closely correlated with COTH share of admissions in that state in
2004. The R? between the two was 39.4 percent, meaning that variation in either
factor predicts (or statistically explains) 39.4 percent of the variation in the other.

Exhibit 24
Hospital Cost per Person versus
Share of Admissions in COTH Hospitals, by State
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As Exhibit 25 shows, the share of Massachusetts hospital admissions in COTH
hospitals rose fairly steadily from 1970 to 2007, looking every ten years, but the
Massachusetts excess in per person hospital cost over the national average fell
from 1970 to 1990 and then rose from 1990 to 2007.

Between 1970 and 1990, hospital costs per person here fell from 51.9 to 32.8
percent above the national average despite the rise in COTH hospitals’ share of
admissions here from 19.8 percent to 37.5 percent. But from 1990 to 2007, costs
per person rose to 55.4 percent above the national average while the COTH
hospitals’ admissions share rose further to 44.5 percent.

We could conclude from Exhibit 25 that excess costs are unrelated to COTH
hospitals’ share of admissions. Alternatively, we might wonder whether different
dynamics were at work early and late in the 37 years from 1970 to 2007.

e |t might be that teaching hospitals’ costs were closer to the all-hospital
average in 1970.

e Alternatively, it could be that teaching hospitals worked to reduce their costs
from 1970 to 1990 in the face of the state revenue regulation then in place, or
fears of price competition from non-teaching hospitals, but that changed
around 1990. They may have been much less worried about either regulation
or competition after the repeal of rate regulation in 1988 and 1991, and the
closing of many hospitals and the merging of many of the survivors in the
1990s. Certainly, this explanation is in closer accord with the cross-sectional
multi-state data from 2004 shown in Exhibit 24.

Exhibit 25

Massachusetts COTH Teaching Hospitals' Share of
Admissions and Excess Hospital Costs, 1970 - 2007
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Summary: Massachusetts hospital characteristics’ associations with cost

Exhibit 26 summarizes the main factors long associated with high hospital costs per
capita in this state and those associated with the 2006 and 2007 jumps in costs.

Exhibit 26

Analysis of Main Hospital Characteristics Reported by AHA—
Are They Associated with Longstanding Higher Massachusetts Costs or
with 2006 or 2007 Rise?

Long asso- | Associated Comments—Massachusetts
Hospital characteristic ciated with with 2006 or hospitals relative to U.S. average
high costs? | 2007 Rises?

Beds/1,000 residents No No Long below U.S. ratio

Admissions/1,000 residents | No Yes Jumped substantially in 2006,
11% above U.S. ratio in 2007

Inpatient days/1,000 No No Close to U.S. ratio

Average length-of-stay No No Long below U.S. ratio

Occupancy rate No No Long above U.S., but measure not
related to costs

Surgery rate/1,000 residents | Yes No Well above U.S. for decades

ER visits/1,000 residents Yes Yes Decades of decline to 15% above
U.S. in 2004 but jump to 23%
excess in 2006

Other outpatient visits/ 1,000 | Yes No Some 60% above U.S. since 2001

Salaried physicians/1,000 Yes No Long triple the U.S. ratio

RNs/1000 residents Yes Yes Decades of decline to 14% above
U.S. in 2005+2006 but jumped to
22% excess in 2007; partly offset
by lower rates of LPN use here

Total personnel/1,000 Yes Yes Long about 30% above U.S. but

residents jumped from 24% excess in 2005
to 38% in 2007

Hospital Payroll cost/Mass. Yes Yes Decades of decline but jumped

resident from 45% excess in 2005 to 52%
in 2006 and 56% in 2007

Benefit cost for hospital Yes Yes Decades of decline but jumped

workers/Mass. resident from 27% excess in 2005 to 38%
in 2006 to 45% in 2007

Payroll + benefit cost/Mass. | Yes Yes Decades of decline but jumped

resident from 41% excess in 2005 to 49%
in 2006 to 54% in 2007

Average pay/FTE worker No No About 10% excess for decades

Benefits/FTE worker No No Close to U.S. most years

Pay + benefits % expenses No No Very close to U.S. most years

Non-labor cost/capita Yes Yes Plateau at 39% excess in 2005, rise

to new peak, 47% excess in 2006 and
57% in 2007—partly driven by volume

Source: Authors’ analysis of ratios calculated from American Hospital Association data.
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Exhibit 27 compares the excesses here in 1975,1996, and 2007, and considers
the long-term drop and then rise in the Massachusetts hospital cost excess.

Exhibit 27

Summary of Main Hospital Characteristics in 1975, 1996, and 2007, and
Association with Long-term Drop and Rise in Massachusetts Excess Cost

Hospital characteristic

Mass. % of U.S. in

1975 | 1996 | 2007

Comments—Mass. hospitals relative
to U.S. average in '75, '96, '07, as
excess cost dropped, then rose

Beds/1,000 residents 107% 91% 96% | Drop coincided with lower excess
Admissions/1,000 102% | 102% | 111% | Jumped substantially in 2006, 11%
residents above U.S. ratio in 2007

Inpatient days/1,000 112% | 99% | 105% | Follows admissions, length-of-stay

Average length-of-stay 110% | 98% | 95% | Fell with excess but did not rise again

Occupancy rate 105% | 110% | 110% | Long above U.S., but measure not
related to costs

Surgery rate/1,000 111% | 111% | 118% | Well above U.S. for decades

ER visits/1,000 residents 144% | 120% | 123% | Durable excess, associated with drop
but not really with rise

Other outpatient visits/K 142% | 139% | 158% | Associated not with drop, but with rise

Total outpatient visits/K 143% | 135% | 151% | Mainly driven by non-ER visits

Salaried physicians/1,000 351% | 363% | 335%

RNs/1,000 residents 158% | 114% | 122% | Fell for decades from 58% to 14%
above U.S. in 2006; jumped to 22% in
2007—rose from staffing issue push?

Total personnel/1,000 139% | 126% | 138% | Dipped with drop in volume excess from

residents 1975 to 1996; jumped sharply from
24% excess in 2005 to 38% in 2007

Hospital payroll 158% | 132% | 156% | Fell for decades; jumped from 45%

cost/Mass. resident excess in 2005 to 56% in 2007; driven
by personnel, not wages per worker

Benefit costs for hospital 145% | 123% | 145% | Decades of decline but jumped from

workers/Mass. resident * 27% excess in 2005 to 38% in 2006 to
45% in 2007

Payroll + benefit cost/Mass. | 148% | 131% | 154% | Decades of decline but jumped from

resident * 41% excess in 2005 to 49% in 2006 to
54% in 2007

Average pay/FTE worker 114% | 105% | 113% | About 10% excess for decades

Benefits/FTE worker * 105% 97% | 105% | Close to U.S. most years

Pay + benefits % of 104% | 100% | 99%

expenses*

Non-labor cost/Mass. 137% | 130% | 157% | Plateau at 39% excess in 2005, rise to new

resident * peak, 47% excess in 2006 and 57% in
2007—partly driven by volume

Hospital expenses/person | 152% | 130% | 155%

Source: Authors’ analysis of ratios calculated from American Hospital Association data.
Note: * = 1980 (1975 not available). The bold typeface highlights factors that appear to be
associated with the fall and multi-year rise in excess Massachusetts hospital costs.
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Exhibit 28

Characteristics of Hospital Resources, Use, and Costs,
Massachusetts versus the Nation, 2007, with State Rank

Mass.

rank

among

Mass. as % states,

USA | Massachusetts of USA 2007

Cost/person $1,941 $3,015 155.4% 1
Beds/1,000 people 2.7 2.6 96% 29
Admissions/1,000 118 130 111% 13
Inpatient-days/1,000 647 680 105% 19
Average length-of-stay 5.5 5.2 95% 29
Occupancy rate 66.6% 72.9% 110% 7
Surgeries/1000 91 107 118% 16
ER visits/1000 402 493 123% 8
Other outpatient visits/1000 1,605 2,537 158% 7
Salaried physicians/1,000 0.30 0.99 335% 2
RN FTEs/1,000 3.96 4.82 122% 10
Total personnel/1,000 14.9 20.5 138% 4
Payroll + benefits/FTE $66,905 $74,385 111% 10
Payroll + benefit costs/ people $994 $1,526 154% 1
Non-labor costs/capita $947 $1,489 157% 1
COTH % beds, 2004 18.5% 38.1% 206% 5
COTH % admissions, 2004 20.7% 43.1% 208% 5
Med. resident FTEs/1,000 people 0.30 0.74 241% 3
Operating margin 4.3% 3.4% 79% 37
Total margin 6.9% 6.7% 97% 31

Notes: Populations were estimated as of 1 April 2007. They were calculated from 1 July 2006 and 1 July
2007 U.S. Census Bureau estimates. ER is emergency room. OPD is hospital outpatient department.
FTE is full-time equivalent. COTH is Council of Teaching Hospitals of the American Association of
Medical Colleges; these are generally the major teaching hospitals. In state ranks, 1 = highest.

Sources: American Hospital Association, Hospital Statistics, 2009 Edition, Chicago: American Hospital

Publishing, 2008, Tables 3, 6, and 8; and American Association of Medical Colleges, personal

communication.
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Exhibit 28 complements Exhibits 26 and 27 by summarizing U.S. and
Massachusetts values for factors that may be associated with high or rising
hospital costs per person in Massachusetts, along with this state’s figures as a
percentage of the national average and the Massachusetts rank among all
states. It also includes financial margins and other variables of interest.

Discussion of hospital characteristics long associated with high costs in
Massachusetts, or associated with 2006 jump or 2007 rise

As summarized in Exhibits 26, 27, and 28, we find that certain hospital
characteristics have been long associated with the state’s high costs or with the
recent rise in this state’s excess.

We also find evidence that certain characteristics apparently are not associated
with high costs even though others often perceive them as causes of high costs.
This discussion also notes how Massachusetts ranks among states (Exhibit 28).

Inpatient care. Excess hospital beds per 1,000 people can’t be a factor in this
state’s excess hospital costs. The state’s bed-to-population ratio has long and
consistently been below the national average. (See Appendix Table 1.) We rank
29" among the states in beds per 1,000 people. (Exhibit 48 in a later section
illustrates the correlation between bed supply and costs among the states.)

The rate of hospital admissions per 1,000 people has long been very close to the
national average. It jumped substantially in 2006. Massachusetts ranked 13"
among the states in its 2007 rate of hospital admissions per 1,000 people.

Average length-of-stay in hospitals has long been below the national average.
We ranked 29" in 2007. But this has probably done little to reduce the cost of
hospital care, since inpatient days that can be trimmed to shorten length-of-stay
are typically recuperative, and these are inexpensive for the hospital to provide.

The combination of a higher admission rate and a lower average length-of-stay
made for a slightly above-average number of inpatient-days per 1,000 people in
2007 in Massachusetts hospitals; we ranked 19" among the states.

Fewer beds and slightly more inpatient-days made for an above-average
occupancy rate, 10 percent above the national average in 2007 and 7"-highest
among the states. Some people make much of occupancy rates; we do not.
The cost of building the beds themselves is a sunk (fixed) cost. There is no
added cost unless they are occupied and staffed. Empty beds are not staffed—
no hospital can afford to do so. Therefore, there’s not much reason to worry
about the cost of empty beds. That's no reason to build beds that won't be
needed. On the other hand, because empty beds cost little to maintain, it is wise
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and conservative to refrain from closing beds or hospitals that might be needed
in the future—whether because of long-term aging of the population, or because
a crisis might temporarily bring a need for hospital surge capacity.

Surgery. Our state’s rate of hospital-based surgery per 1,000 people has long
been substantially above the national average, so it has been a factor long
associated with high hospital costs per person here. The rate here fell relative to
the U.S. average in 2006 and 2007, so it has no role in explaining the jump in
excess hospital costs per person in 2006. Our state’s surgery rate was 16™
among the states in 2007.

Outpatient care. The rate of ER visits per 1,000 people has long been high here,
and therefore long associated with high hospital costs per person. It had been
gradually declining relative to the national avera%e for decades but this was
sharply reversed by a jump in 2006. We were 8" among the states in 2007.

The rate of other (non-ER) outpatient visits per 1,000 people has long been two-
fifths to three-fifths above the national average. It is not associated with the jump
in costs in 2006. We ranked 7" among the states in 2007.

Staffing levels/numbers of personnel. Massachusetts hospitals have long
employed many more salaried physicians per 1,000 people than hospitals
nationally. This factor has long helped slightly to explain high costs here; it does
not help to explain the 2006 jump in costs. In 2007, our rate was triple the
national average and we ranked second among the states.

The number of FTE registered nurses per 1,000 people in Massachusetts
hospitals has long been well above the national average, though it had been
trending down for many years. It was not associated with the rise in costs in
2006 but it jumped sharply in 2007, perhaps in response to the sharp rise in the
numbers of admissions and ER visits in 2006. We were 22 percent above the
national average in RNs per 1,000 people in 2007 and ranked 10™-highest
among the states.

Total hospital FTE employees or personnel per 1,000 people has ranged
between one-quarter and one-third above the national average since 1960. It
jumped from near the bottom end of this range, a 24 percent excess, in 2005 to a
29 percent excess in 2006, and to a 38 percent excess in 2007—the greatest
excess recorded since the early 1980s. On the labor side of hospital costs, it is
the number of hospital employees per 1,000 people in the state—not salary or
benefits per employee—that is both long associated with high hospital costs per
Massachusetts resident and also with the 2006 jump in the cost excess and the
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2007 consolidation. In 2007, our ratio of hospital employees per 1,000 people
was 40 percent above the national average, ranking us 4™ among the states.

By contrast, payroll and benefit costs per FTE hospital employee were only 11
percent above the national average, 14™ among the states. This is a salient
finding because speakers for hospitals often claim that high costs of living help to
explain or justify high hospital costs in Massachusetts. Were that the case,
payroll and benefits costs per employee would be substantially higher than
reported.

As noted earlier, about 71 percent of the large 2007 Massachusetts excess in
hospital labor costs per resident was attributable to higher rates of hospital
employment per 1,000 residents in Massachusetts—in other words, to the
number of hospital employees. Only about 29 percent of this excess in hospital
labor costs per person was attributable to higher payroll plus benefits per
employee in Massachusetts hospitals.

Total payroll and fringe benefit costs per capita (per resident of the state) have
long been associated with higher hospital costs here. Both payroll and benefit
costs per capita had been gradually declining relative to the national average for
many years, but both jumped markedly in 2006 and again in 2007. (To repeat,
however, this rise appears to have been driven by a rise in the number of
hospital workers rather than a rise in pay or benefits per worker.) We were 54
percent above the national average in hospital pay and benefit costs per capita in
2007, highest in the nation.

Similarly, non-labor costs per capita jumped from a 39 percent excess in 2005 to
a 47 percent excess in 2006 and then to a 57 percent excess in 2007.

It is striking that both payroll plus benefits per capita and non-labor costs per
capita made parallel substantial contributions to the 2006 jump and the 2007
consolidation.

Heavy reliance on teaching hospitals has long been associated with high costs of
hospital care per person. It does not seem that a shift of even more patients to
teaching hospitals since 2000 is responsible for the recent run-up in excess
hospital costs in Massachusetts. This is a possibility, though, one that deserves
more careful year-to-year examination than has been feasible for this report.

Substantial increases in revenues paid to Massachusetts hospitals since 2000
seem to be associated with higher operating and total margins here. Increases
in revenues and in surpluses may have permitted some hospitals to increase
expenses. The reasons for increased revenue warrant more careful analysis.

59



In summary, factors associated with longstanding high hospital costs per
person in Massachusetts include

e high use rates of surgery, emergency room visits, and other (non-
emergency) outpatient visits

e high ratios of hospital staff (including salaried MDs) to the state’s
population

e high hospital payroll and benefit costs per Massachusetts resident
(associated more with number of workers and less with high rates of
compensation per worker)

e high non-labor costs as well.

e heavy and growing reliance on costly teaching hospitals to care for
patients.

Summarizing factors that appear associated with the state’s steep jump in
2006 hospital costs per person, or with the 2007 consolidation of that rise,
we find a substantial rise in use of hospital care relative to the national
average, accompanied by increased staffing levels and non-labor costs.

1. ajump in the rate of admissions per 1,000 Massachusetts residents
relative to the U.S. average

2. asharp risein the rate of ER visits

3. arisein the numbers of RNs and other hospital employees, boosting
hospitals’ expenses for pay and benefits

4. asubstantial rise in hospitals’ non-labor expenses.
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2. Have Massachusetts hospital costs risen disproportionately
at certain hospitals?

Have some individual hospitals been particularly or disproportionately
responsible for the increases in statewide expenses in 2006 and 2007? We
examined individual acute hospitals’ financial data submitted annually to the
Massachusetts Division of Health Care Finance and Policy (DHCFP).

Earlier, we compared the these statewide data with those reported by hospitals
to the AHA. But now, it is perhaps worth recalling that adding in the costs
reported to DHCFP but not to AHA reinforces the view that the very large recent
excess expenses of Massachusetts hospitals build on long-standing patterns and
are not mainly associated with the 2006 Massachusetts health reform law. After
all, hospital fiscal year 2006 ended on 30 September 2006, less than six months
after passage of the law and barely time for coverage improvements to begin.

Great inter-hospital differences in rate of increase in expenses. Using the
DHCFP data on individual hospitals, we have examined changes in costs by type
of hospital.

First, there were great differences among Massachusetts hospitals in their
percentage increase in expenses between 2001 and 2007. Exhibit 31 displays
the percentage increases for the 67 hospitals open in 2001 and 2007. (These 67
include several multi-hospital systems reporting as one organization; the 67
together include the 73 separate sites of acute hospital care included in

Exhibit 0.)

Conspicuous for their rapid increases in expenses over those six years were
Dana-Farber (105 percent), Jordan Hospital in Plymouth (98 percent), Newton-
Wellesley (95 percent), Cambridge (94 percent), and Childrens (89 percent).

At the other extreme were Hale/Merrimack Valley (-9 percent), Hubbard Regional
(6 percent rise), Boston Medical Center (plus 18 percent), Tufts (20 percent), and
Hallmark (26 percent).

The average of the percentage increases of the individual hospitals’ increases
was 53.4 percent. The standard deviation was 0.219. The coefficient of
variation (standard deviation divided by average—sometimes called the relative
standard deviation) was a substantial 41 percent.

This compares with a 19 percent coefficient of variation in 2007 hospital
spending per capita among the 50 states. (In other words, the variation in the
2001-2007 growth of Massachusetts hospitals’ expenses was more than double
the variation among states in 2007 hospital spending per capita.)
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Second, Partners Health Care has been singled out as a beneficiary of a
remarkably high rate of increase in payments from Blue Cross Blue Shield of
Massachusetts in the years after 2000. ®* These higher revenues may have
subsequently enabled higher spending. (Without identifying specific hospitals, a
recent report from the state attorney general’s office likewise suggests that
hospital revenues may influence costs more than the reverse, noting that “it
appears that [Massachusetts] hospitals manage costs, including capital
expenditures, to budgets based on their anticipated revenue from payment

rates.”®*

) The six Partners acute care hospitals are Brigham and Women'’s,

Dana-Farber, Faulkner, Massachusetts General, Newton Wellesley, and
Salem/North Shore Medical Center. ® Five of the hospitals are members of
Partners; the sixth, Dana-Farber, is engaged in a joint venture with Partners. ®°

Indeed, as shown in Exhibit 29, the six Partners hospitals’ expenses rose by $2.2
billion or 69.3 percent from 2001 through 2007, a growth rate over 44 percent

faster than the $4.6 billion or 48.1 percent rise in expenses at the 61 non-

Partners hospitals. The Partners excess was especially pronounced earlier in
the period, but it is above the non-Partners rate of rise in all but one of the years
for which reliable data are available.

Exhibit 29

Expense Growth at Partners Hospitals versus
All Other Massachusetts Hospitals

% rise from previous
year
Non-
Year Partners Non-Partners Partners Partners Difference
2001 | $3,201,478,780 $9,494,734,562
2002 | $3,567,747,000 $9,901,486,885 11.4% 4.3% 7.1%
2003 | $3,925,029,331 | $10,557,588,242 10.0% 6.6% 3.4%
2004 | $4,278,964,454 | $11,340,348,409 9.0% 7.4% 1.6%
2005 | $4,611,477,585 | $12,113,988,690 7.8% 6.8% 1.0%
2006 | $5,014,867,407 | $13,270,659,271 8.7% 9.5% -0.8%
2007 | $5,419,981,478 | $14,059,905,704 8.1% 5.9% 2.2%
2001-07 $2,218,502,698 $4,565,171,142
2001-07 69.3% 48.1%

Source: Calculations from expenses reported by hospitals to the Massachusetts Division of
Health Care Finance and Policy.
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The Partners increase of 69.3 percent in expenses over six years is also
substantially greater than the 55.1 percent increase for all major teaching
hospitals in Massachusetts (Exhibit 30).

Exhibit 31 displays the percentage increase in each hospital’'s expenses from
2001 to 2007. The Partners hospitals are identified. For that 6-year period, five
Partners hospitals are above the mean rise in expense for all Massachusetts
hospitals, and one is below.

By contrast, as Exhibit 31 shows, among the six institutions in the state’s second-
largest hospital chain, Caritas, five hospitals had increases below the state mean
and just one was above it.

Third, we compared expense increases at the 15 major Massachusetts teaching
hospitals that were members of the Council of Teaching Hospitals (COTH) of the
American Association of Medical Colleges in 2007 with expenses at the 52 other
hospitals.®” Please refer to Exhibit 30.

The 15 COTH hospitals’ expenses grew by 55.1 percent from 2001 through
2007, compared with an increase of 50.8 percent for the state’s 52 non-COTH
hospitals. As a result, the COTH hospitals’ share of hospital expenses statewide
rose from 60.5 percent in 2001 to 61.2 percent in 2007—a visible shift but not a
very large one.

Indeed, expenses at the four Partners COTH members (Brigham and Women's,
Dana-Farber, Faulkner, and Massachusetts General) rose by 70.6 percent from
2001 to 2007—more than one and one-half times the rate at the eleven
remaining COTH hospitals, whose expenses rose by 46.4 percent—Iless than the
50.8 percent rise for non-teaching hospitals.

Exhibit 30

Expense Growth at COTH Hospitals versus
All Other Massachusetts Hospitals

COTH Non-COTH %COTH

2001 $7,683,838,617 $5,012,374,725 60.5%

2002 $8,093,240,551 $5,375,993,334 60.1%

2003 $8,667,498,243 $5,815,119,330 59.8%

2004 $9,428,749,746 $6,190,563,117 60.4%

2005 | $10,221,809,972 $6,503,656,303 61.1%

2006 | $11,224,986,496 $7,060,540,182 61.4%

2007 | $11,920,386,074 $7,559,501,108 61.2%

$ rise, 2001-2007 $4,236,547,457 $2,547,126,383 62.5%
% rise, 2001-2007 55.1% 50.8%

Source: Calculations from expenses reported by hospitals to the Massachusetts Division of
Health Care Finance and Policy.
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Exhibit 31

2001-2007

Partners hospital
Caritas Christi hospital

p
C

Mass. hospitals

Mean rise, all

Percentage Rise in Expenses, Massachusetts Hospitals,
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3. What factors predicted differences in hospital costs per

person across the 50 states in 20077

We have used multiple regression analysis to examine the predictors of 2007
hospital cost per person among the 50 states. In doing so, we have not
considered characteristics that are tightly linked to costs, such as volume of
admissions or ER visits per 1,000 people. Instead, as shown in Exhibit 32, we
have focused on these factors:

AN N NANEN

ANANIN

beds per 1,000 people in each state,
types of hospitals (COTH share of the state’s admissions),
overall statewide hospital profitability (operating margin),
putative measures of efficiency (occupancy rate, average length-of-stay),
measures of mix of services (ER share of outpatient visits and inpatient
surgeries per 100 admissions),
a measure of mix of costs (payroll and benefits’ share of expenses),
cost of doing business in a region (payroll and benefits per FTE), and
physician-to-population ratio.

Data used are for 2007 except for COTH share of admissions, which are for

2004.

Exhibit 32

in Hospital Costs per Person, 2007,
and Comparison with Massachusetts

Characteristics Used to Predict Differences among the 50 States

Mean of
Characteristics 50 states Mass.
Beds/1,000 people 2.87 2.55
COTH share of admissions, 2004 18.5% 43.1%
Operating margin 4.5% 3.4%
Occupancy rate 64.7% 72.9%
Average length-of-stay 5.74 5.21
ER share of outpatient visits 20.3% 16.3%
Inpatient surgeries per 100 admissions 29.52 27.24
Payroll + benefits' share of expenses 51.9% 50.6%
Payroll + benefits per FTE $65,282 $71,796
MD+DO practicing / 10,000 people 18.36 25.52

65




Four of the ten variables were significant in predicting hospital expenses per
person across the 50 states. These are shown in Exhibit 33.

Everything else equal, these factors were calculated to predict higher hospital
COsts per person in a given state:

v a higher ratio of beds per 1,000 people,

v a greater number of physicians (counting both MDs and osteopathic
physicians) per 10,000 residents,

v'a greater teaching hospital (COTH) share of admissions; please recall
that Exhibit 24 showed that 2004 hospital cost per person was highly
correlated with COTH share of admissions across the states

v alower ratio of ER visits to total outpatient visits (note the negative sign
for beta and b).

Predictors in Exhibit 33 are ranked by their beta scores or elasticities. This
ranking usually coincides, as it does here, with ranking by statistical significance
(p-value). Beta scores measure the predicted effect of a 1 percent change in a
given characteristic, such as hospital beds/1,000 people, on hospital cost per
person. In this regression, for example, a 1 percent rise in beds/1,000 people is
predicted to engender a 0.438 percent rise in hospital cost per person. Thus, the
betas are standardized measures of the relative predictive power of each
characteristic, controlling for all of the others.

The b-coefficients would be used to calculate the predicted cost of hospital care
per person in a given state. Each coefficient would be multiplied by the actual
value for that variable in a given state. The products would be summed and
added to the intercept to obtain a predicted hospital expense per person in a
given state. (Exhibit 35 compares predicted with actual expenses per person
and assesses the accuracy of the prediction.)

Exhibit 33

Regression Results: Predictors of Differences in
Hospital Cost per Person among the 50 States, 2007

Characteristic beta b p-value
Intercept 641.39 0.07585
Beds/1,000 0.438 186.40 0.00001
MD+DO practicing / 10,000 people 0.372 49.31 0.00198
COTH % admissions, 2004 0.342 905.78 0.00228
ER percent of outpatient visits -0.226 | -1355.00 0.01503
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The four-variable regression analysis had an adjusted R? of 66.9 percent,
meaning that the regression statistically explained just over two-thirds of the
inter-state variation in hospital cost per person. The analysis was significant at p
= 0.000000, meaning that this result would be found by chance less than one
time in one million.

The data presented in Exhibit 34 further assess the four independent variables’
individual usefulness in predicting differences among the states in hospital
expenses per person.

A variable’s tolerance indicates its separate predictive power. The higher the
tolerance, the less redundant is the variable with other independent variables—
the less it overlaps or correlates with other independent variables. All tolerances
are above 0.50, indicating that each of the four variables makes a distinct
contribution.

A variable’s semi-partial correlation captures the correlation between each
independent variable, such as beds/1,000 people, and hospital expense per
capita, controlling for the effects of the other three independent variables.

The semi-partial-squared correlation measures the proportion of the variance in
hospital expense per person across the states that is uniquely accounted for by
each independent variable. The semi-partial-squared correlation is probably the
best measure of the “’practical relevance’ of a predictor, because it is scaled

to . . . the total variability in the dependent . . . variable.” ®®

By this measure, a state’s acute hospital beds/1,000 people is the most powerful
predictor of expenses per person, controlling for the other variables in the
equation. Both the ratio of practicing physicians to population and the COTH
hospitals’ share of admissions are less than half as important, and the ER
percent of outpatient visits is about one-quarter as important.

Since our state’s ratio of beds to population is below the national average, it is
not at all predictive of Massachusetts’ high hospital expenses per person.
Therefore, it is reasonable to suppose that the three remaining variables are
more important here.

In particular, the major COTH teaching hospital share of admissions and the ratio
of practicing patient care physicians to population are probably salient. Some
characteristics of Massachusetts hospitals not included in the regression
equation are probably also important. Some of these will be discussed later in
this report.
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Exhibit 34

Regression Results:
Tolerances, Partial, and Semi-partial Correlations
for Predictors of State Differences in 2007 Hospital Cost per Person

Tolerance Semi- | Semi-partial-

Partial squared

Beds/1,000 0.888 0.413 0.171
MD+DO practicing / 10,000 people 0.526 0.270 0.073
COTH % admissions, 2004 0.605 0.266 0.071
ER percent of outpatient visits 0.845 -0.208 0.043

As is shown in Exhibit 35, the regression equation is very inaccurate in predicting
Massachusetts’ hospital expense per person.

Exhibit 35 displays actual hospital expenses per person by state compared with
the expenses per person predicted by the four-variable regression equation, and
the dollar difference between the two (the residual). It also shows the
percentage difference (residual divided by predicted) and the absolute value of
the percentage difference. The states are ranked by the absolute value of the
percentage difference between actual expenses and predicted expenses.

Overall, the regression equation calculated predicted expenses per capita within
10 percent of actual for 35 of the 50 states—and within 1.5 percent of actual for

10 states. For Oklahoma, the equation’s prediction came within $1 (0.1 percent)
of actual.

The prediction for Massachusetts was worst (least accurate) in dollars, with
actual expense per person of $3,012 in 2007 versus a predicted expense of
$2,545, for a residual of $467. Expressing the absolute value of the residual as a
percentage of predicted expense per person, the equation was third-worst, with
an 18.3 percent difference. Only Alaska and New Hampshire were predicted
less accurately.

Had Massachusetts hospital expenses per person actually been the predicted
value of $2,545, they would have been only 31.4 percent above the national
average, not the 55.4 percent excess actually experienced in 2007.

The regression equation was inaccurate in predicting this state’s highest-in-the-

nation hospital expenses per person in part because Massachusetts has
markedly fewer beds per 1,000 people than the national average. Given the
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importance of this variable, Massachusetts was predicted (by the regression
eqguation) to have hospital expenses per person of only $2,545, fully 18.3 percent
lower than its actual expenses of $3,012 per person.

As noted earlier, the regression equation predicts that states with more
beds/1,000 people, more practicing doctors in relation to population, a greater
COTH hospital share of admissions, and a lower ER share of outpatient visits will
have higher costs. Massachusetts fits this pattern in three of the four respects.

v Itis highest in the nation in practicing doctors in relation to population.

v ltis fifth-highest in COTH hospital share of admissions.

v Itis low (34™-highest) in ER share of outpatient visits .

But as noted earlier, Massachusetts is below the national average in beds/1,000
people—ranking only 29" among the states (see Appendix Table 1 and Exhibit
48)—on the variable that's most powerful in predicting hospital expenses per
person.

Exhibit 35

Predicted Hospital Expenses per Person
versus Actual Expenses per Person, by State, 2007

Observed Predicted Residual | Residual | Absolute

(difference) as % of value of

predicted residual

as % of

State predicted
Alaska $2,141 $1,693 $448 26.4% 26.4%
New Hampshire $2,340 $1,933 $407 21.0% 21.0%
Massachusetts $3,012 $2,545 $467 18.3% 18.3%
Missouri $2,448 $2,069 $379 18.3% 18.3%
Mississippi $1,952 $1,651 $301 18.2% 18.2%
Kansas $1,633 $1,991 -$358 -18.0% 18.0%
New Jersey $1,851 $2,243 -$392 -17.5% 17.5%
South Dakota $2,251 $2,659 -$408 -15.3% 15.3%
Maine $2,483 $2,180 $303 13.9% 13.9%
New Mexico $1,454 $1,669 -$214 -12.8% 12.8%
Connecticut $2,069 $2,369 -$300 -12.7% 12.7%
Hawaii $1,679 $1,905 -$226 -11.9% 11.9%
Indiana $2,080 $1,865 $215 11.5% 11.5%
Wyoming $1,622 $1,834 -$212 -11.5% 11.5%
Virginia $1,640 $1,835 -$195 -10.6% 10.6%
Maryland $1,872 $2,069 -$197 -9.5% 9.5%
Montana $2,021 $2,217 -$196 -8.8% 8.8%
Ohio $2,333 $2,145 $188 8.8% 8.8%
Georgia $1,551 $1,700 -$149 -8.7% 8.7%
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Exhibit 35

(Continued)

Observed Predicted Residual | Residual | Absolute

(difference) as % of value of

predicted residual

as % of

State predicted
Utah $1,390 $1,522 -$131 -8.6% 8.6%
Louisiana $1,873 $2,047 -$174 -8.5% 8.5%
Tennessee $2,180 $2,021 $159 7.9% 7.9%
North Dakota $2,741 $2,543 $198 7.8% 7.8%
Wisconsin $2,128 $1,981 $148 7.5% 7.5%
California $1,596 $1,722 -$127 -7.4% 7.4%
Kentucky $1,983 $1,861 $121 6.5% 6.5%
Minnesota $2,256 $2,134 $122 5.7% 5.7%
Arkansas $1,620 $1,707 -$86 -5.1% 5.1%
Florida $1,731 $1,818 -$87 -4.8% 4.8%
South Carolina $1,791 $1,718 $73 4.3% 4.3%
Colorado $1,654 $1,723 -$69 -4.0% 4.0%
Vermont $2,339 $2,434 -$95 -3.9% 3.9%
Nebraska $2,268 $2,183 $85 3.9% 3.9%
Texas $1,570 $1,630 -$60 -3.7% 3.7%
Michigan $2,162 $2,088 $74 3.5% 3.5%
Arizona $1,509 $1,559 -$50 -3.2% 3.2%
Idaho $1,487 $1,530 -$43 -2.8% 2.8%
Washington $1,748 $1,706 $42 2.5% 2.5%
Pennsylvania $2,315 $2,366 -$51 -2.1% 2.1%
Illinois $2,076 $2,042 $34 1.6% 1.6%
Nevada $1,385 $1,366 $19 1.4% 1.4%
Alabama $1,721 $1,741 -$20 -1.2% 1.2%
Rhode Island $2,378 $2,359 $20 0.8% 0.8%
New York $2,580 $2,562 $18 0.7% 0.7%
lowa $2,039 $2,025 $14 0.7% 0.7%
North Carolina $1,840 $1,828 $12 0.7% 0.7%
Delaware $2,262 $2,275 -$13 -0.6% 0.6%
West Virginia $2,221 $2,212 $8 0.4% 0.4%
Oregon $1,795 $1,798 -$3 -0.2% 0.2%
Oklahoma $1,588 $1,588 $1 0.1% 0.1%
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Finally, Exhibit 36 displays the relation between predicted and actual hospital
expenses per person by state in 2007. The R? for the best-fit trendline is 69.6
percent, which is the unadjusted R? for the four-variable regression equation just
reported.

Exhibit 36

Predicted versus Actual Hospital Expenses per Person,
by State, 2007

$2,800

*

Massachusetts

$2,400

$2,000

Predicted

$1,600 -

$1,200 $1,600 $2,000 $2,400 $2,800 $3,200
Actual

Discussion

As noted earlier, the semi-partial correlation-squared (shown in Exhibit 34) is
probably the best measure of the “’practical relevance’ of a predictor. “ The
regression equation indicated that, by this measure, for predicting hospital cost
per person across states, a state’s ratio of practicing physicians to population
and the COTH hospitals’ share of admissions are comparably important.

Since the state’s bed-to-population ratio doesn’t help to predict high hospital
costs in Massachusetts, the teaching hospital share of admissions and the
physician-to-population ratio are probably very important in explaining our high
hospital cost per person. The teaching hospital factor is analyzed elsewhere in
this report. A brief discussion of the physician factor now follows.
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Physicians per resident. By every measure, Massachusetts has strikingly high
physician-to-population ratios:

This state’s supply of patient care doctors per 1,000 residents, for example,
was 59 percent above the U.S. average in 2007, up from 54 above in 2002.%°

We have the highest physician-to-population ratio among the states, for all
physicians and for patient care physicians (as reported by the AMA).

Our physician supply has been growing farther above the national average

over reocent decades—rising from 36 percent above the national average in
1975."

Massachusetts is highest among the states in all categories of physicians per
1,000 people—primary care physicians and specialist physicians, all patient
care physicians, and office-based physicians.

The U.S. physician to population ratio in 2006 was well below the median of the
world’s wealthy nations belonging to the OECD (see Exhibit 37). It's noteworthy,
however, that even the high physician-to-population ratio in Massachusetts was
below that of at least 10 other wealthy OECD nations—such as Belgium,
Switzerland, Netherlands, Norway, Italy, Iceland, Austria, Spain, and Sweden—
that cover all people and enjoy superior health outcomes.

Exhibit 37
Practicing Physicians per 1,000 People, 2006,
6.00 OECD Nations and Massachusetts
5.00
3.58
4.00
2.42

3.00

2.00

1.00

0.00 -

Sources: OECD Health Data 2009: Frequently Requested Health Data,
http://www.oecd.org/document/16/0,3343,en 2649 34631 2085200 1 1 1 1,00.html;
and American Medical Association, Physician Characteristics and Distribution in the
U.S., 2009 edition, Chicago: The Association, 2009, Tables 3.1 and 3.7.
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Why might a large supply of physicians in relation to the population contribute to
high hospital costs, rather than lowering costs? One reason is that many work in
hospitals—and we have shown earlier how far Massachusetts exceeds the USA
average both in salaried hospital physicians and in hospitals’ trainee physicians.
The expenses of their compensation are one factor in hospital costs.

But perhaps most important is that the more physicians there are, the more that
is likely to be done for and to patients, both in and out of hospital. This is true
across the states and, some have informally asserted, it may be particularly true
in Massachusetts. Their story goes like this:

e Inthe 1950s and 1960s, Massachusetts Blue Shield was the overwhelmingly
dominant insurer of physicians’ services in the state. Doctors could not be
paid by Blue Shield unless they contracted to become participating
physicians. Without contracts, their Blue Shield-insured patients might well
seek care from another physician. One provision of the Blue Shield contract
was that Blue Shield’s payment—along with any patient co-payment—
constituted payment-in-full. The doctor could not seek to recover the balance
of his/her charge from the patient (balance billing was prohibited).

e Further, Blue Shield rates were set fairly low.

o Still further, Massachusetts (along with Maryland and New York) then had the
three-highest doctor-to-population ratios in the nation.

e Massachusetts doctors were then presented with a combination of low fees
and a relative shortage of patients. This meant that many doctors had time to
see more patients but relatively few opportunities to garner higher incomes by
identifying and caring for previously un-served or under-served patients.

They therefore gradually put their time to use by evolving relatively elaborate
and costly clinical practice patterns. These featured more frequently
scheduled patient visits, more referrals to specialists, higher rates of
laboratory and imaging studies, higher surgery rates, and generally, greater
use of hospital care.

e In this view, the higher volume of in-hospital care does not substitute for non-
hospital care; rather, the two are complements. More visits to doctors’
offices engender more referrals to hospitals for outpatient and inpatient care.
This is very different from the more recent instances of doctors and hospitals
competing over individual patients for ambulatory surgery or MRI services.

We find this story generally convincing. It seems to fit the available evidence and
is also logical. If itis true, we think that doctors evolved toward this pattern of
relatively elaborate and costly care not out of conscious manipulation or greed, "
but—for example—because they had time in their schedules and belief in the
efficacy of their services. Even physicians based in the community contribute to
hospital costs, both because they admit patients to and treat them in the
community hospitals where they have privileges and because they refer patients
to hospital-based physicians for consultations, tests, and admissions.
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4. The Massachusetts Pattern: More Care in Hospitals and a
Greater Share of It in Costly Teaching Hospitals

More Care in Hospitals. In 2007, as described earlier, the rate of hospital
admissions per 1,000 people in Massachusetts was 11 percent above the U.S.
average. The surgery rate was 18 percent higher. The rate of ER visits was 23
percent higher. And the rate of non-emergency outpatient visits was 58 percent
higher.

Markedly above-average amounts of inpatient and outpatient care were and are
given in Massachusetts hospitals. The latter is surprising. As just discussed,
Massachusetts had 59 percent more patient care physicians per 1,000 people in
2007 than the nation as a whole, and has long ranked first among the states in all
physician-to-population ratios— primary care physicians and specialist
physicians, all patient care physicians, and office-based physicians. With so
many office-based physicians, why is so much ambulatory care provided in
hospitals?

Greater Amounts and Costs of Care in Hospitals Are Not Offset by Lower
Amounts and Costs of Care Elsewhere. Exhibits 3 and 4 showed that health
care costs in each sector—hospital care, long-term care, physician services,
prescription drugs, and dental care—exceed the national average. And Exhibit 6
showed that excess health costs per person here are rising relative to the
national average.

More Care in Costly Teaching Hospitals. Across space and time, this state
stands out in the high share of hospital admissions provided at COTH hospitals.
Viewed across the states in 2004, Massachusetts nominally ranked fifth-highest
(at 43.1 percent) in the share of hospital admissions at the major teaching
hospitals that are members of the American Association of Medical College’s
Council on Teaching Hospitals (COTH). Please refer to Exhibit 38 (and Exhibit
24, above).

We use the word “nominally” because there are substantial differences in
intensity of care and cost of care among COTH members.

Delaware ranked first, with 50.9 percent of admissions at one major teaching
hospital. Connecticut ranked second, with 48.1 percent of admissions at eight
major teaching hospitals. Rhode Island ranked third, with 47.6 percent of
admissions at four major teaching hospitals. And New York ranked fourth, with
45.3 percent of admissions at 39 major teaching hospitals.

Among COTH members, there are differences in intensity of teaching. Intensity
is probably positively correlated with the number of residents per 1,000 people in
a state. Exhibit 38 also reports the number of resident physician FTEs per 1,000
people in each of these five states’ hospitals. Delaware is essentially at the
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national average of 0.307 resident physician FTEs/1,000 people. Connecticut is
slightly higher at 0.386. Rhode Island, New York, and Massachusetts are tightly
clustered between 0.739 and 0.786. It might therefore be reasonable to view
these three states as the most heavily reliant on major teaching hospitals.

Exhibit 38

COTH Members and Share of Admissions in 2004,
with Resident FTEs/1,000 People in 2007

COTH Resident
members | FTESs/1,000
COTH % of people

State members | admissions
Delaware 1 50.9% .307
Connecticut 8 48.1% .386
Rhode Island 4 47.6% 757
New York 39 45.3% .786
Massachusetts 14 43.1% .739
United States 207 20.7% .306

Recall that, viewed over time, Massachusetts COTH hospitals’ share of
admissions has risen substantially—from 19.8 percent of admissions in 1970 to
44.5 percent of admissions in 2007 (Exhibit 25 and Exhibit 39).

Some of this increasing concentration of admissions in teaching hospitals
is attributable to closing of non-teaching hospitals. Since 1960, one-half of
Massachusetts hospitals have closed; not one of those has been a COTH
member hospital. At the same time, many COTH hospitals have expanded,
adding beds.

Exhibit 39
COTH Members’ Share of Massachusetts Hospital Admissions,

1970 - 2007

COTH Share of

Year Admission

1970 19.8%

1980 29.9%

1990 35.7%

2000 38.0%

2007 44.5%
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To what extent do these changes reflect genuine patient choice, a growing
preference—informed or otherwise—to obtain care in teaching hospitals? Or do
they reflect other factors, such as physicians’ growing affiliations with teaching
hospitals or the purchase of physician practices, disproportionately by teaching
hospitals, combined with patients’ willingness to be admitted where their doctors
practice?

Moses, Thier, and Matheson wrote in 2005 that “During the 1990s, predictions of
the demise of the academic medical center (AMC) were common.” " AMCs
feared price competition from lower-cost community hospitals. Clearly, AMCs
have not survived through greater efficiency. Indeed, as Mechanic, Coleman,
and Dobson wrote in 1998, “After adjustment for case mix, wage levels, and
direct GME [graduate medical education] costs, AMCs were 44 percent more
expensive . . . than nonteaching hospitals.” "

COTH hospitals’ share of admissions in Massachusetts has grown despite their
higher costs. One technique has been to build their market power through
mergers, and then to use that power to extract higher payments from insurers. ™
A second has been to purchase physician practices.

Another technique has been to use political power to extract higher Medicaid and
other payments from state government. The 2006 Massachusetts health care
law promised $540 million in higher payments to caregivers over three years,
about 90 percent to hospitals. In an earlier analysis, we found that across-the-
board Massachusetts Medicaid rate hikes disproportionately benefited costly
teaching hospitals. "> The 2006 law also moved to pay hospitals for free care at
Medicare rates, which boosts payments to teaching hospitals.

Urban teaching hospitals nationwide have been extremely likely to survive
changing medical, financial, and demographic circumstances since the years
before the Second World War. Large teaching hospitals almost never close, we
found when tracking 1,200 hospitals in 52 cities decade-by-decade from 1936 to
2006. Perhaps more surprising, efficiency (measured by case mix-adjusted cost
per discharge) has never predicted hospital survival. "®

Finally, in 2004, COTH hospitals in Massachusetts housed 38 percent of the

state’s acute hospital beds, admitted 43 percent of inpatients, and incurred fully
60 percent of expenses (Exhibit 40).
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Exhibit 40

COTH Members’ Share of
Massachusetts Hospital Beds, Admissions, and Expenses, 2004

COTH hospitals’ share
of Mass. hospital total

Beds 38.1%
Admissions 43.1%
Expenses 60.4%

Cost and financial status differences among hospitals are noteworthy. COTH
hospitals are clearly responsible for a much greater share of hospital expenses
than their share of inpatient admissions would justify. Therefore, it seems
reasonable to expect teaching hospitals to shoulder a heavier-than-average
share of any reductions in expenses that are proposed to lower the
Massachusetts hospital cost excess. At least three other factors support this
view.

First, as noted and asserted elsewhere, one-half of Massachusetts acute
hospitals and almost as great a share of emergency rooms have closed since
1960. With the state’s bed-to-population ratio already below the national
average, with reason to fear the state already is at risk of a shortfall in beds in a
medical crisis, with looming needs for added staffed beds as the population ages,
and with many emergency rooms facing unacceptably long waiting times, further
hospital closings should not be advocated or tolerated without proof that they
won't harm the health of the public. "’

Second, teaching hospitals’ financial margins are generally higher than those of
community hospitals.”® Since one way to reduce the Massachusetts hospital
cost excess would be to squeeze hospitals’ revenue, such squeezes could well
have the effect of financially destabilizing some of the surviving community
hospitals.

Third, non-teaching hospitals and some analysts have asserted that these
institutions are efficient ° and provide high-quality care. &
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D. FACTORS THAT MIGHT JUSTIFY OR EXPLAIN
EXCESS HOSPITAL COSTS IN MASSACHUSETTS

In 2007, hospital spending in Massachusetts was $6.94 billion higher than it
would have been had our costs been at the national average, as noted earlier, a
55.4 percent excess in spending per person.

Was that higher spending justified? In one sense, it certainly was, in that all of
that extra money was actually used by hospitals to pay people and buy things.

But that is not particularly helpful. What matters is whether the extra spending
was justified or explained by reasonable factors. For example, was the higher
spending associated with added benefits in better outcomes for patients or in
gains for the Massachusetts economy?

1. The Durability of High Costs

It is helpful to begin by noting the extraordinary durability of high hospital costs in
Massachusetts. Since 1960 (calculating from the data reported to the AHA),
hospital costs per person here never fell lower than 30 percent above the
national average and have never risen higher than 60 percent above the national
average.

The actual reasons for Massachusetts hospitals’ high costs—and the
justifications, explanations, and rationalizations advanced for high costs—
change over time. But the persistence of high costs here is remarkable.

The importance of this point cannot be exaggerated. Consider the early years.
Hospital costs per person in Massachusetts were 47.5 percent above the U.S.
average in 1960, 40.8 percent above in 1965, and 51.9 percent above in 1970.

In 1970, though, how important, for example, was the concentration of care in
teaching hospitals in driving up costs? In 1970, we calculate, only 19.8 percent
of Massachusetts acute hospital admissions were in member institutions in the
American Association of Medical College’s Council of Teaching Hospitals
(COTH). ® It therefore seems unlikely that COTH hospitals could have been
responsible in 1970 for as great a share of high costs as they were in 2007,
when COTH hospitals admitted 44.5 percent of hospital inpatients.
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2. Roles of Specific Factors in 2006

We selected 2006 for analysis because the Massachusetts cost excess rose
substantially in that year ®* and because needed data are available.

In 2006, when costs jumped sharply, total actual hospital costs in Massachusetts,
reported by hospitals to the AHA, were $6.14 billion greater than they would
have been had costs here been at the national per-person average. How much
of this excess cost is apparently justified by legitimate and durably affordable
factors? How much is not?

Nine factors have been widely offered to justify or explain (or rationalize) excess
hospital costs in Massachusetts. This section’s findings can be briefly
summarized:

e Four of these factors are important and legitimate explanations of higher
costs:

a. Exporting care

b. More research

c. Training more physicians
d. Higher cost of living

e Two others are neutral:
e. Superior outcomes
f. More older people

e And, as explained below, three are actually counter-predictive (meaning that
the thrust of these factors in Massachusetts should make for lower costs
here) :

g. Beds/1,000 people
h. Severity of illness
i. Profits

In this section, we begin with our original estimate of actual Massachusetts 2006
excess, rounded to $6,149 million. (This is slightly—O0.7 percent—below the
revised estimate of $6,190 million shown in Exhibit 9. No analyses are materially
affected by this difference.)

We calculate that the first four factors listed above legitimately explain some
$2,473 million of that Massachusetts excess. Two other factors are neutral.

Then, we add back $1,473 million in expenses that we calculate to be associated
with three factors that would be expected to make for lower costs in this state.
These three are the opposite of justifications. They don’t explain high costs here,
but are counter-predictive. These factors add costs back into the summary tally
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of the excess below. They increase the size of the unexplained Massachusetts
hospital cost excess. The findings for each of the nine factors are tallied in
Exhibit 53, later in this report, and the overall results are summarized here in
Exhibit 40. The net effect is to explain $1,000 million (16.3 percent) of the
Massachusetts excess. Some $5,149 million (83.7 percent of the excess)
remains unexplained by these nine factors.

That net unexplained, unjustified excess of $5.1 billion in 2006 hospital costs was
fully 28.5 percent of the $18.1 billion in total hospital spending that year in
Massachusetts.

Exhibit 41
Summary: Actual Hospital Cost Excess, Explained Share, and Add-backs,
2006
Actual Massachusetts hospital cost excess, 2006 $6,149 million
Explained by (1) exports, (2) research, (3) training, and - $2,473 million

(4) living costs

(5) Outcomes/quality and (6) elderly population share are —
neutral factors—neither explanatory or counter-predictive

Add-backs for counter-predictive factors: (7) hospital beds, | + $1,473 million
(8) severity of illness, and (9) profits

Net excess cost explained by widely-cited factors $1,000 million
(16.3 % of
excess cost)

Net excess after explanations and add-backs = $5,149 million
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Important and legitimate explanations for higher costs

a. Exports of hospital care do help explain higher costs

Introduction and overview. When Massachusetts hospitals and their defenders
seek to explain or justify high hospital costs in the state, they often point to
hospitals’ economic value. Economic value has several elements. One pertains
to the net export of care to people who live outside the state. Serving people
who reside elsewhere brings dollars and jobs into the state. Other things equal,
this would be good for the state’s economy.

The same can be said for public research dollars from the National Institutes of
Health and private research dollars from drug makers or medical device
manufacturers. Other things equal, this money would contribute to building the
state’s economy.

Exporting care and performing research could bolster the state’s economy by
bringing in dollars from outside the state, just as sales of fish, ships, textiles,
shoes, and computers once did.

Also tending to bolster the state’s economy would be any disproportionate
payments toward costs of Massachusetts hospitals from federal Medicare and
Medicaid dollars, net of payments from Massachusetts to finance Medicare and
the federal share of Medicaid.

Tending to offset any of these economic benefits would be the loss of existing
jobs and investment, and failures to add jobs and investment, owing to high costs
of hospital care specifically and health care generally. Massachusetts is widely
seen as an expensive place in which to do business, and high health insurance
premiums are one reason.

At the same time, the actual net incremental cost of care provided to people who
live outside the state should be subtracted from estimates of excess costs of
hospital care here. The same should be done for research funding that is
financed from out-of-state. An analysis of the exporting of actual hospital care
now follows.

Providing hospital care to patients from other states—exporting care—has been
widely described as a cause and justification for some of the high costs of
Massachusetts hospitals. But, as documented below, net exports (after
subtracting costs of care for Massachusetts residents treated in other states)
account for no more than 3.6 percent of costs of hospital care in Massachusetts.

Personal health care exports. It is helpful to first consider net exports of personal
health care overall. Massachusetts was among 23 states that were net
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exporters of personal health care in 2004, the most recent year for which data
are available. (A net exporter is a state whose caregivers provided more
personal health care to residents of other states than was provided to its own
residents by caregivers located in other states.)

In 2004, Massachusetts ranked 9™ among the states in the net percentage of its
health spending that was exported—qgiven to residents of other states (that is, net
of personal health care that Massachusetts residents obtained in other states).

In 2004, net exports of all types of personal health care were $1.1 billion, or 2.5
percent of personal health spending in Massachusetts.®

Hospital care exports. Massachusetts was among 24 states that were net
exporters of hospital care in 2004. Massachusetts ranked 8" among the states
in the percentage of its hospital spending that was exported—given to residents
of other states (again, net of hospital care that Massachusetts residents obtained
in other states).

In 2004, net exports of hospital spending were $635 million, or 3.6 percent of
hospital spending within Massachusetts. This 2004 share, the most recent
available, is a bit higher than the fourteen-year average net export share of 3.3
percent, but we will conservatively use the 3.6 percent share here. (Over the
years, net exports as shares of hospital expenses have been remarkably stable,
as shown in Exhibit 41).

How much would hospital costs have dropped if Massachusetts ceased being a
net exporter of hospital care? The entire expense associated with exports would
not disappear. That's because some costs associated with exporting hospital
care to non-residents are fixed costs—costs that don’t change when volume of
care changes. The remaining costs—variable costs—are those reasonably
associated with serving out-of-state patients.

Assuming that one-half of the net costs of exporting care are fixed costs and one-
half are variable costs, then hospital spending would have fallen by 1.8 percent in
2004 (one-half of 3.6 percent). 2

We apply the 1.8 percent share to 2006 Massachusetts hospital expenses. A 1.8
percentage drop in hospital costs in 2006 would have reduced costs by $325.4
million (1.8 percent of $18,075,916,295 total hospital expenses in 2006), if
hospitals here had ceased to be net exporters of care to non-residents. (This
figure is entered in Exhibit 53, below.) In other words, projected exports in 2006
explain $325.4 million of hospital costs. That's 5.3 percent of the state’s excess
of $6,149 million in 2006.
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Stability of net exports. As shown in Exhibit 42, from 1991 to 2004, net exports
have been remarkably stable as percentages of the care provided in
Massachusetts. This holds true both for personal health spending in total, and
for hospital care.

Interestingly, it appears that Massachusetts’ ranking as a net exporter of health
care historically has stemmed more from relatively strong retention of in-state
patients than from relatively stronq attraction of patients from out-of-state.

e While net exports of care amounted to 2.7 percent of 1991 personal health
spending in Massachusetts, analysis of data presented by Basu % shows that
the (gross) share of 1991 health spending here incurred for people from
outside the state was just slightly above the average for all states, 5.12
percent as compared to 4.78 percent. Indeed, compared with the percentage
in Massachusetts, the share of total personal health care expenditures
incurred by out-of-state patients was larger in fully 27 states.

e At the same time, the share of personal health spending for Massachusetts
residents that was incurred outside the state was below all but three other
states (California, Hawaii, and Texas, each of which experiences geographic
conditions that keep border-crossing in both directions below average!).

Exhibit 42

Net Exports as Shares of Care Provided in
Massachusetts, 1991 - 2004
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Source: Calculated from data on health spending by state of provider and state of residence

compiled by the Office of the Actuary, CMS, and posted at
http://www.cms.hhs.gov/NationalHealthExpendData/05 NationalHealthAccountsStateHealthAccounts.asp#TopOfPage.
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Thus, if the same patterns have continued along with the stable rate of net
exports, the net exports of care here exceed those of most states simply because
so few Massachusetts residents seek care elsewhere—not because of any
unusually large share of patients coming here from out-of-state.

Medicare and Medicaid share of personal health care expenses and hospital
expenses. Another way to think about exports is to consider net inflows of
Medicare and Medicaid dollars.

It is useful to begin by analyzing total Medicare and Medicaid spending as shares
of expenses. If Medicare and Medicaid are paying above-average shares of
expenses here in Massachusetts, these would constitute greater-than-average
gross influxes of dollars from outside the state, influxes that would have a
financial effect similar to that of exporting care to patients who reside outside the
state. (Medicaid is somewhat more complicated to analyze than Medicare
because states vary considerably varies in the share of program costs borne by
the federal government while Medicare is a uniform national program. The
analysis is further complicated by the desirability of considering the variations
states’ residents’ federal tax burdens—that is, the variations in contributions to
the federal revenues that finance Medicare and Medicaid. More on this shortly.)

Exhibit 43

Medicare and Medicaid Spending as
Shares of Personal Health Spending
and of Hospital Spending,
Calendar Year 2004
(millions of dollars)

Total Percent
Personal Medicare
health Medicare | Medicaid Percent | Percent +
spending spending | spending | Medicare | Medicaid | Medicaid
U.S.A. $1,560,242 | $299,569 | $271,042 19.2% 17.4% 36.6%
Mass. $45,331 $8,040 $8,262 17.7% 18.2% 36.0%
Total
Hospital
spending
U.S.A. $566,886 | $166,749 | $96,814 29.5% 17.1% 46.6%
Mass. $17,500 $3,874 $3,280 27.9% 18.7% 46.6%

Note: 2004 is the last year for which these data are available.
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As Exhibit 43 indicates, the share of overall personal health costs in
Massachusetts that is financed by Medicare and Medicaid combined—36.0
percent of personal health costs, is actually slightly below the national average of
36.6 percent. A lower Medicare share here is partly offset by a higher Medicaid
share. This is worth keeping in mind.

This means that not only are health costs per person higher in Massachusetts
(as noted earlier), but in-state sources in Massachusetts must finance a
greater-than-average share of those higher costs.

Leonard and Walder found that, in 1999, total Medicare payments per person in
Massachusetts were $891, 17 percent above the national average of $761.
Payments here were sixth-highest among the states.?® It is likely that this excess
persisted through 2004.

But if Medicare pays so much per person in Massachusetts, how can its share of
total hospital costs be below the national average? Probably Medicare payments
may be a bigger absolute slice (more in dollar terms) in Massachusetts, but they
are a smaller relative share of a much bigger health spending pie. This bigger
pie is financed in large part by non-Medicare/Medicaid payers—that is, by all who
live, work, or do business in Massachusetts, and who pay for health care through
private insurance and out-of-pocket.

Medicare and Medicaid seem to pay the same combined 46.6 percent share of
hospital costs in Massachusetts that they do nationally. Unfortunately, though,
the net financial position of Massachusetts and its residents is substantially
worse than these figures indicate—worse than the national average.

One reason is that in-state taxpayers finance almost one-half of Medicaid costs—
a higher share than in most states. A second reason is that, because
Massachusetts is a relatively high-income state, and its residents enjoy higher
incomes than most states’ residents do, Massachusetts residents and
businesses pay higher shares (higher than our state’s size would suggest) of the
federal Medicare tax and income tax that finance the great bulk of the federal
shares of Medicare and Medicaid. Generally, federal government payments to
people, businesses, and governments in Massachusetts have been roughly at
the national average, but payments to Washington from Massachusetts
taxpayers were about 15 percent above the national average in 1999, the last
year for which data are available. ®’

Unfortunately, the apparently above-average Medicaid share of costs actually
exaggerates the share of in-state health costs financed from out-of-state. That'’s
because Massachusetts, as a state with high per-capita incomes, typically
finances almost 50 percent of Medicaid costs from state revenues, well above
the 50-state average share of Medicaid costs of 40.4 percent in a typical pre-
ARRA year. 8 8
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Further, examinations of the total flows of dollars between Massachusetts and
the federal government (which includes Medicare and Medicaid flows), show that
Massachusetts was a large net loser in fiscal year 1999, the last year for which
data are available. The loss that year was some $5.2 billion. *° And the state’s
net loss had grown steadily during the 1990s. %

Among the states, Massachusetts had the ninth-worst balance of payments with
the federal government overall in 1999, the last year for which data are available.
Massachusetts suffered a deficit of $895 per capita in revenue received from
Washington minus tax payments made to Washington. %2

Some might argue that, as a high-income state, Massachusetts should pay more
to Washington than it receives back. But higher nominal dollar incomes may not
translate into higher living standards in Massachusetts if the cost of living here is,
on average, even higher than the nominal dollar income. (Higher nominal dollar
incomes—in combination with the workings of the alternative minimum federal
income tax—do put more people in Massachusetts into higher federal income tax
brackets for reasons that seem to ignore such higher costs of living as state and
local taxes.) All this raises the question of comparing real incomes across the
states, a complicated and confusing job that Washington understandably is not
enthusiastic about addressing.

Net impacts of exports on the state’s economy. For many years, hospitals and
their supporters have claimed that health care jobs are vital to the state’s
economy, that exports of health care generate jobs, and that the resulting dollar
inflows have multiplier effects that create still more jobs. %

Health care employment is particularly important in Massachusetts. One study
found that:

Between 2000 and 2006, the state lost 104,000 manufacturing jobs,
and the number of manufacturing jobs shrank from 13% to 9% of the
state’s payroll jobs. At the same time, the state’s economy has become
even more dependent on health care. Health care accounts for 12%

of the state’s jobs. . . .%

We are concerned that a rising share of jobs in health care, other things equal, is
a burden. It means fewer people working outside health care to finance more
people working inside health care. With exports a relatively minor share of health
care spending, it is likely that the economic gains from exports are partly, wholly,
or more than offset by the economic losses associated with high health costs.

Nationally, high health care costs have been cited as a reason why U.S.-

manufactured products are increasingly uncompetitive internationally. % If that is
true among nations, it is also true among states. It is reasonable to suspect that
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the high costs of health care and health insurance coverage in Massachusetts
have deterred manufacturers and other employers from entering Massachusetts
or expanding here.

As health and hospital jobs and spending grow, other industries’ shares of the
economy decline. This may not be good for the state’s economy, % but it
certainly does enhance the political power of hospital CEOs. ¥ Hospitals’
political power may exceed their economic value; indeed, perceptions of
hospitals’ economic value may be distorted by their political power.

For all these reasons, we will count net exports of hospital care, at incremental
cost, as a way to reasonably explain a share of excess hospital costs in
Massachusetts, but we are not prepared to use putative economic gains or
multiplier effects to explain or justify excess costs.

Bent out of shape: Care that attracts patients and research dollars from out-of-
state may be too costly for many people who live, work, and do business in
Massachusetts

Some Massachusetts health caregivers hope to attract patients, research grants,
and other revenue from out-of-state. They succeed, to a large degree, in
attracting research funds from the National Institutes of Health, drug makers, and
other sources. As just noted, they do less well in actually exporting health care
to non-residents.

But in seeking to push back the frontiers of research and clinical services, and in
shaping our state’s health care to try to export care, Massachusetts health
services seem to have evolved in directions that are elaborate and expensive.
Our state’s high share of patients served in costly teaching hospitals and our
primacy in physicians per 1,000 residents point to a health care system that is
too costly for many of us to afford.

This problem shows up in health insurance premiums in greater Boston that are
highest among 14 metropolitan areas studied by Hewitt and Associates. And it
shows up in the rate of rise of health insurance costs per employee in Greater
Boston itself. Costs per employee more than doubled in only seven years—in
2006, costs per employee were estimated at 212 percent of those prevailing in
1999 in Boston, as the following Exhibit 44 displays.
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Exhibit 44

TO THE BOILING POINT--Boston Area Health Costs
per Employee Reach 212% of 1999 Level
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b. Research is very helpful in explaining higher costs

Research and teaching are intertwined in important ways and tend to take place
at the same hospitals. Analytically, we will consider them here as separate
functions. Elsewhere, we consider their joint effects on costs. Research costs
included in total hospital costs do appear to explain a share of the high costs of
Massachusetts hospitals. Higher costs of teaching present a more mixed
picture.

A share of the high costs of hospital care in Massachusetts is explained by the
inclusion of much higher than average levels of research financing in hospitals’
reports of their revenues and spending. Boston leads all cities in National
Institutes of Health research awards, with roughly $1.6 billion in grants in each
year from 2003 through 2007. Boston is unusual also in the high share of NIH
grants given to hospitals rather than medical schools or universities. In 2006, for
example, some 62 percent of NIH research grants to institutions in Boston went
to hospitals.

In parallel with early reflections on exporting care, is it possible that ordinary care

patterns to Massachusetts residents have been distorted by the pursuit of
research dollars by Massachusetts teaching hospitals and their physicians?
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Efficient routinization of clinical excellence may give way before pressures to
push back frontiers of medical uncertainty or ignorance. Associated costs might
be considered indirect costs of research.

It is possible to identify direct costs of research with reasonable accuracy.
Statewide, according to hospital reports to the American Hospital Association,
other operating revenue (the category including research grants) averaged 13.1
percent of Massachusetts hospitals’ total hospital revenue between 2002 and
2007. (Please refer back to Exhibit 19) It ranged from a low of 11.5 percent of
total revenue in 2005 to a high of 16.9 percent in 2003. Over these five years,
other operating revenue rose by 42.8 percent.

For comparison, net (actual) revenue from patients averaged 84.9 percent of
total hospital revenue between 2002 and 2007. It rose by 57.0 percent over
these five years.

In 2006, other operating revenues comprised 12.5 percent of hospitals’ revenues
in Massachusetts, compared with 5.8 percent nationally.

In Exhibit 53, which addresses expenses, not costs, we estimate that those extra
costs of research which are included in hospitals’ costs would amount to some
$1,207 million of the $6,149 million in excess Massachusetts hospital costs in
2006. That's 20.0 percent of the excess.

This 20.0 percent reflects both Massachusetts’ unusually large amount of
externally-financed research overall and the large proportion of research grants
awarded to hospitals, and whose costs therefore appear on hospitals’ books. (In
most other states, as just noted, medical schools or their universities are more
commonly NIH grantees than are hospitals.)

As a cross-bearing, to allow $1,207 million in excess Massachusetts hospital cost
in 2006 to be legitimately explained by research costs seems reasonable in light
of the estimate that hospitals in Boston alone received some $1 billion in NIH
awards in 2007. *®  Boston hospitals appear to have received the overwhelming
share of NIH dollars awarded directly to Massachusetts hospitals.

Reducing total statewide hospital expenses by 6.8 percent ($1,207 million)
leaves $16,847 million in non-research expenses. Dividing this by the 2006
population of Massachusetts yields an estimated non-research cost per person of
$2,618.

The resulting hospital expense per person in Massachusetts of $2,618, net of

extra Massachusetts research costs, is 41.7 percent in excess of the U.S.
average expense per person of $1,850 in 2006.
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The dollar value of NIH awards to Boston hospitals did not change appreciably
from 2003 to 2007. 1 These research projects, therefore, could not have
accounted for the unusually large 2006 jump in hospital costs per person
statewide or the consolidation of costs at even higher levels in 2007 and 2008.

c. Training more physicians is somewhat helpful in explaining higher costs

Excess medical residents. In 2006, Massachusetts teaching hospitals employed
4,319 full-time equivalent (FTE) medical and dental residents, or 0.67 per 1,000
people living in the state. This was the second-highest ratio in the nation (after
New York State) and two and one-third times the national ratio of 0.29 residents
per 1,000 people. °* (The reported number of medical and dental residents in
Massachusetts hospitals rose to 4,781 for 2007.)

If Massachusetts trained medical residents at the national average per 1,000
people who live in the state, we would have had only 1,838 residents in 2006.
What is the cost of training the extra 2,481 medical residents?

We calculate that in HFY2006, the average annual salary per medical resident in
Massachusetts was $48,904. > We used the regional average ratio of fringe
benefits to salary to estimate fringe benefit costs. This yields an average benefit
cost of $17,116, 1% for a total cost per FTE resident of $66,021. This sum,
multiplied by the extra 2,481 Massachusetts medical and dental residents, equals
$163.8 million.

This $163.8 million equals 0.9 percent of 2006 hospital costs in Massachusetts,
and 2.7 percent of excess costs here.

Additional direct medical education costs include salaries and benefits of medical
school faculty and other physicians who supervise residents at teaching
hospitals. As already noted, Massachusetts hospitals tend to employ salaried
physicians far more than hospitals do nationwide, doubtless a result of the
prevalence of teaching hospitals here.

Also to be considered are the indirect costs of medical education—the added
tests, hospital days, and other inefficiencies that follow inevitably from training so
many physicians.

Medicare makes substantial extra payments toward the costs of direct and
indirect costs of medical education in all states. Medicare’s indirect medical
education payments are made in proportion to a hospital’s ratio of medical
residents per bed. Medicare’s indirect medical education payments have been
steadily scaled back over the past 25 years. **
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The aims of these payments have been widely debated: are they really intended
to cover added costs of medical education, or to subsidize costly teaching
hospitals’ vital care to uninsured and under-insured patients, and to patients
lacking physicians of their own? MedPAC asserts that teaching hospitals are
very substantially over-paid for their actual indirect medical education costs. 1%

Even though teaching hospitals, at best, are no more efficient than non-teaching
hospitals (as measured by cost per discharge, adjusted for case mix), our
analyses have found teaching hospitals to have been disproportionately likely to
survive. This has held true over the decades since 1936 in a study of 1,200
hospitals in 52 large and mid-size U.S. cities. *°® It has also held true in our
analyses of hospital configuration in Massachusetts. %/

Put most bluntly, Massachusetts has more physicians per 1,000 people than any
other state and three-fifths more than the national average. The great majority of
medical residents newly trained in Massachusetts teaching hospitals are
therefore unable or unwilling to practice in Massachusetts post-residency. It's
thus questionable how much benefit there is to the state from training so
many physicians here.

In this view, the added costs of paying residents’ salaries and fringe benefits are
certainly associated with a share of the excess cost of hospital care in
Massachusetts. But is this a legitimate and durably affordable explanation? As
this issue was framed at the beginning of this section, all excess costs are
accounted for in some way, or they would not exist. Are the extra costs of
training so many resident physicians affordable, desirable, and sustainable?

For the purpose of this report, we count the $163.8 million direct cost of training
the 2,481 extra medical residents as an offset against the 2006 Massachusetts
hospital cost excess, but we doubt that this is a legitimate or durably affordable
explanation.

d. A higher cost of living does help explain higher costs

Massachusetts is generally believed to be a state with a high cost-of-living.

Some therefore assert that hospital costs per person are high here, in part,
because the overall cost of living is high. Hospitals must generally pay people
more money to persuade them to work here. Indeed, the sums that hospitals
actually pay their employees is what matter here, not the overall cost of living. In
one sense, that is a good thing, since state-wide data on cost of living are difficult
to obtain.

We focus on the salary plus fringe cost per employee rather than total statewide

salary plus fringe benefit costs because the cost of hiring one person is
unavoidable while the latter reflects choices about how many people to hire.
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We were surprised, therefore, to learn that over the ten years from 1997 through
2006, the average Massachusetts hospital’'s expense for payroll plus fringe
benefits per hospital FTE was only 6.5 percent above the U.S. average. ' This
variable has its ups and downs, so we think that the ten-year average is a
realistic measure. (For all years from 1980 to 2006, it averages a 7.8 percent
excess in Massachusetts.) As noted earlier, the new data for 2007, the most
recent year available, show the state’s excess in pay and benefits per worker
dropping to 11.2 percent (from 15.4 percent in 2006).

It is important to note that this average is unweighted by skill level. If the mix of
people who work for Massachusetts hospitals is skewed for some reason in a
less-skilled direction than the average in hospitals nationally, that would
artificially depress the Massachusetts excess.

But the more likely possibility is that the mix of hospital workers here is more
skilled—considering the many skilled workers required to provide the types of
care delivered in the state’s many teaching hospitals in particular.

If that is true, then the estimated 10-year average 6.5 percent Massachusetts
excess actually exaggerates the excess payroll plus fringe benefits per hospital
worker here. We therefore suggest using two-thirds of the excess, or 4.3
percent excess, as the reasonable offset against the 52.1 percent overall 2006
excess hospital cost per person here, to take account of this state’s relatively
high cost of living.

We apply the 4.3 percent excess to all hospital costs, not labor costs only, to
allow for effects of locally higher costs of energy, construction, supplies, and
other non-labor expenses in Massachusetts.

In 2006, 4.3 percent of total Massachusetts hospital costs of $18,076,000,000
equaled $777 million. We subtract this from the Massachusetts excess of $6,149
million. We estimate that the state’s higher cost of living explains 12.6 percent of
the $6,149 million hospital cost excess.

e. Outcomes are a neutral factor: they neither explain higher costs or add
to costs %

Does our state’s excess health care spending buy better health status and quality
of care for the people of the Commonwealth? We examine an array of measures
here, most of which are not hospital-specific but rather pertain to overall
performance of health care services.
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The health status of Massachusetts residents is good, but not as much better
than levels that prevail nationally as might be expected from our extraordinarily
high health care spending.

Evidence from other nations makes this clear. It is demonstrably possible to live
longer than Americans do, on average, while spending much less—half as much
as the U.S. spends, or less. Other wealthy nations have proven this. Seven
wealthy nations that spent, on average, just 46.2 percent as much on health care
per person in 2003 as did the U.S.A., enjoyed average life expectancy at birth of
79.7, or 2.5 years above the U.S. level. **°

Evidence from other states (discussed shortly) reinforces the view that very good
health and quality of care can be bought at much lower costs. For example,
Hahn and others compared excess mortality rates from chronic disease among
the states. They found that Massachusetts ranked near the U.S. median, so
many other states where health spending is lower did better. ***

To the extent that health status is better in Massachusetts, is the cause better
quality of medical care or greater quantities of medical care? Alternatively, is the
cause a healthier environment, healthier behaviors, and superior public health
programs? What are the roles of higher incomes and better education?

A public health report card prepared by the American Public Health Association
ranked Massachusetts 4™ in the nation in the health of its environment, 2" on
healthy behaviors, and also 2" on public health services. 2

One study comparing Medicare quality indicators by state found that

Massachusetts ranked 5™ among the states overall, but was surpassed by states
with much lower personal health spending per person. 3

Death rates and longevity

The National Center for Health Statistics no longer reports longevity by state, but
the most recent published data, for 1979-1991, indicate that Massachusetts
ranked 13™M-best in the nation, with average longevity about one year above the
national average. '* In recent Census Bureau calculations of states’ average life
expectancy rates at birth for 2000, Massachusetts ranked 9™ best in the
nation.'*®

Massachusetts’ age-adjusted death rate in 2003 was 778.7 per 100,000 people,
6.5 percent below the national average of 832.7. 1*°

Massachusetts ranked 13™-best among the states in age-adjusted death rate per
100,000 people in 2003, behind Hawaii (with the nation’s lowest death rate),
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Minnesota, Connecticut, New Hampshire, California, New York, Vermont, North
Dakota, lowa, Wisconsin, Washington, and Florida.

Interestingly, personal health spending per person in Massachusetts in 2004,
$7,075, was fully 25.6 percent higher than the average spending per person
($5,632) in these 12 states with lower death rates, we have calculated.

Further, Utah's age-adjusted death rate ranked 14™-best, just behind this state,
though it was the lowest state in personal health spending per person. Personal
health spending per person here was 75 percent higher than Utah’s in 2004.

Exhibit 45

Weak Correlation between Personal Health Spending
per Person and Age-Adjusted Deaths per 100,000
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Deaths and dollars—a weak relation. States differ in the ability of their citizens to
survive, to delay death. But those differences are not well explained by
differences in health care spending. Across states, the correlation between
personal health care spending per person and age-adjusted death rates was
negative (meaning that higher spending was associated with lower death rates),
we have found, but only -0.2016, statistically significant at only p = 0.16. This
means that health care spending differences explain only about four percent of
the difference in age-adjusted death rates across the states (See Exhibit 45 ).
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Regional health spending and health status

For more than two decades, work by Wennberg and his colleagues has shown,
in various ways, that high spending is not essential to improved mortality rates.

For example, he and others compared the cost of hospital care for Boston
residents with that for residents of New Haven and found no difference in
mortality rates—but Boston’s hospital care cost twice as much per resident as
New Haven's. *’

Wennberg, Fisher, and Skinner have asserted that

Medicare spending varies more than twofold among regions, and

the variations persist even after differences in health are corrected for.
Higher levels of Medicare spending [regionally] are due largely to increased
use of “supply-sensitive” services—physician visits, specialist consultations,
and hospitalizations, particularly for those with chronic illnesses or in their
last six months of life. Also, higher spending does not result in more
effective care, elevated rates of elective surgery, or better health outcomes. . . .
[For example,] age-, sex- and race-adjusted spending for traditional, fee-for-
service (FFS) Medicare in the Miami hospital referral region in 1996 was
$8,414 [per Medicare beneficiary]—nearly two and a half times the $3,341
spent that year in the Minneapolis region....[Yet use] rates for effective care
and preference-sensitive care are slightly lower in Miami than in Minneapolis.
[Emphasis added] **®

Particularly important to the present Massachusetts discussion is Wennberg’'s
and colleagues’ conclusion that greater use of supply-sensitive services does not
result in better health outcomes.

Spending and rates of death from four diseases. Exhibit 46 compares the age-
adjusted death rates for Massachusetts and the nation in 2003 for four diseases.
The Massachusetts death rate was higher than the nation’s for cancer
(Massachusetts ranked 30™-best among the states) but lower than the nation’s
for diabetes (ranking 5™-best), heart disease (13"-best), and stroke (10™-best).
While these are good results overall, and while other factors (health behavior,
income, education, and others) influence death rates, these results don’t seem
commensurate with the nation’s highest personal health care spending.

(The cancer death rate is especially disconcerting given that Massachusetts,
even 20 years ago, was in the one-third of states with the smallest share of
smokers.!?)
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Exhibit 46

Death Rates, Massachusetts and U.S.A.,
Age-adjusted, 2003
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Hospital readmissions for Medicare patients

As Buyse has noted, hospital readmission rates for Medicare patients here are
somewhat higher than the national average, **° according to data prepared by
Anderson and Jones and compiled by the Commonwealth Fund. *** In 2003,
19.8 percent of Medicare patients discharged from Massachusetts hospitals were
readmitted within 30 days of discharge. This was 7.6 percent above the national
rate of 18.4 percent, which itself is seen as worrisome and costly. Massachusetts
ranked 10th-highest among the 50 states in readmission rates.

Higher-than-average rates of readmission could conceivably stem from more
severe problems or less stable clinical problems than prevail nationally, or from
premature discharge, errors during the hospital stay, poor communication or
coordination between hospitals and physicians post-discharge, inadequate
preparation or delivery of in-home or institutional post-acute care, lack of
essential supports at home, lack of safe living circumstances, and other factors.
For whatever reason, high hospital costs in Massachusetts (and high overall
health costs as well) are not associated with superior quality by this measure.
Overall, hospital stays were shortened in the 1990s here much faster than
nationally, but by 2003 (the year in graph above), the difference was small.]
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Buying progress? Some have asserted that, over time, higher health spending
as a share of the economy is worth the money because it finances technological
change that substantially improves health outcomes.*??

We are not remotely reassured by this line of argument.

e First, this argument tends to be used to rationalize health cost increases that
we consider unaffordable in themselves and the enemy of both extending
coverage to people who lack it and retaining coverage for people who have it.

e Second, as noted above, other wealthy nations have shown it is possible to
live longer than Americans do, on average, while spending half as much as
the U.S. spends, or less. Seven wealthy nations with per person 2003 health
care spending , on average, just 46.2 percent of this nation’s enjoyed average
life expectancy at birth of 79.7, or 2.5 years above the U.S. level. **

e Third, even if more costly technology meant better outcomes over time, it
could not explain—or explain away—differences in health care spending per
person across the states.

Cutler has asserted that “even though the amount of money spent on healthcare
in the state [Massachusetts] may pose hardships for some, and likely includes
considerable waste, the overall benefits of buying more medical goods and
services are worth it.”

Cutler continued, “ "Really, what’'s happening is we're buying more stuff and on
average that stuff is good for our health.”” Further, “Problems associated with
the cost of healthcare "are more than offset by the benefits of living longer,
healthier lives,” he said.”

Cutler seems to rest this assertion on his analyses that, over time, higher
spending is necessary to buy better outcomes. But, even if that were true over
time—and we doubt that it is true—Wennberg’s and his colleagues’ analyses
suggest that it does not hold true across space.

We therefore ask, can it be demonstrated that our state’s health care outcomes
are one-third better than the national average, in keeping with our spending one-
third more per person than the national average on personal health care? The
outcomes evidence cited above is not reassuring.

More generally, are our state’s moderately better health outcomes attributable to
our state’s extraordinarily high health care spending, or to other causes?

97



f. The Massachusetts population is slightly older than average, but this
factor doesn’t help to explain higher costs

Although the share of Massachusetts residents aged 65 and older is slightly
above the national average, Medicare’s shares of health costs and hospital costs
are very close to the national average. Therefore, an older population does not
seem to help explain the state’s high hospital costs per person.

U.S. Census estimates for 1 July 2007 have Massachusetts ranked 19™-highest
among the states in share of population aged 65 and above. Some 13.3 percent
of people here were age 65 and above, compared with 12.6 percent nationally.
That makes seniors’ share of our state’s population about one-sixteenth (six
percent) higher than the U.S. average.'®

Further, the same estimates showed that a greater share of people in
Massachusetts than nationwide are among the “older old” — an estimated 2.2
percent here in 2007 as compared with 1.8 percent for the U.S. as a whole.
Though small fractions of the total, this may be a costly population that uses a lot
of hospital care, and its share is nearly one-fifth larger in Massachusetts than
nationally.

These age differences are probably one reason why Massachusetts did rank 17"
among the states in Medicare hospital discharges per 1,000 Medicare Part A
enrollees in 2006. But this placed us only 3.1 percent above the national
average in such hospitalizations. *?® Yet the excess in overall admissions per
1,000 people in Massachusetts was three times as great, rising to 9.8 percent
above the national average in 2006, as seen earlier. (Appendix Table 2.)

At the same time, Medicare’s share of all personal health costs in Massachusetts
is substantially below the national average. As shown in Exhibit 47, Medicare’s
2004 share of all personal health costs here was 17.7 percent, fully 1.5
percentage points below the national average of 19.2 percent. Massachusetts
ranked only 28™ among the 50 states in Medicare’s share of all personal health
costs.

The same pattern holds for hospital costs. In 2004, Medicare dollars covered
27.9 percent of all hospital costs in Massachusetts, compared with 29.4 percent
nationally. Massachusetts also ranked only 28" in Medicare share of hospital
costs. This strongly suggests that a disproportionately large elderly population is
not genuinely responsible for a visible share of excess hospital costs here.
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Exhibit 47

Medicare Spending Shares of Personal Health Spending
And Hospital Spending, Calendar Year 2004

(millions of dollars)

Total | Medicare | Personal Total | Medicare
Personal | personal health spending | spending | Hospital
health health | percent on on | percent
spending | spending | Medicare hospitals | hospitals | Medicare
U.S.A. | $1,560,242 | $299,569 19.2% $566,886 | $166,749 | 29.4%
Mass. $45,331 $8,040 17.7% $17,500 $4,874 | 27.9%

g. Massachusetts has a lower-than-average bed-to-population ratio, and
this should make for lower costs

High hospital costs have sometimes been blamed in part on excess beds.
Massachusetts’ bed-to-population ratio, though, was 5.9 percent below the
national average in 2006. Indeed, as mentioned previously and shown in
Appendix Table 1, the ratio here has been at or below the national average in
every year since 1989.

(This was not always true. In 1960, for example, this state had 17 percent more
acute care beds per 1,000 people than did the nation as a whole, so excess beds
may have been a factor in our high hospital costs in earlier years.)

Stepping back, what is the evidence that higher hospital costs per person are
associated with more beds per 1,000 people? If we look at bed-to-population
ratios in two different ways—across states and over time—we come to opposite
conclusions.

Looking across the states in 2006, we find a mild positive correlation between
beds per 1,000 people and hospital costs per person. As one rises, the other
tends to rise. As shown in Exhibit 48, each of these factors statistically explains
13.8 percent of the difference in the other. That is, the R? is 13.79 percent. The
Rpis .371; itis significant at p = 0.008. This is a simple two-variable
relationship, not controlled for other factors.

Massachusetts is clearly an outlier state that departs from the typical relationship
between beds per 1,000 people and costs per person. It has the nation’s highest
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hospital cost per person even though it has substantially fewer beds per 1,000
people than the national average.

What is the practical meaning of the 2006 Massachusetts — U.S. difference in
beds per 1,000 people?

To reach the U.S. bed-to-population ratio, Massachusetts would have had to
have added 965 acute care beds in 2006, going from 16,344 to 17,309.

e That's the equivalent of adding a hospital larger than Berkshire Medical
Center in Pittsfield plus Baystate Medical Center in Springfield.

e Alternatively, it is the equivalent of adding a hospital larger than
Massachusetts General, the state’s biggest.

Massachusetts hospital costs per person would have predictably been even
greater, other things equal, had our state’s bed-to-population ratio been at the
national average. If we had more beds here, the observed Massachusetts
excess of $6,149 million in 2006 would have been higher. In other words, our
state’s relatively low bed-to-population ratio has depressed our hospital costs per
person below predicted levels.

How much greater would hospital cost per person in 2006 have been in
Massachusetts if beds per 1,000 had equaled the national average?

To determine this, recall that earlier in this report, we discussed the four main
highly significant predictors of differences in hospital cost per person across the
50 states in 2007. Hospital beds per 1,000 people is one of those four (Exhibit
33). In a multivariate analysis, beds per 1,000 people is the most important
predictor of inter-state differences in hospital cost per person, with a beta of
0.438, significant at 0.00001.

What does this mean? The beta of 0.438 means that a 1 percent rise in beds per
1,000 people in a state would be predicted ordinarily to translate into a 0.438
percent rise in hospital costs per person in that state. This relationship would
occur by chance no more often than one time in one hundred thousand. (And a
2 percent rise in beds per 1,000 would mean a 0.876 percent rise in costs.)

We can use this information to estimate how much higher hospital costs per
person here would have been had the Massachusetts bed-to-population ratio
equaled the national average in 2006.

The Massachusetts beds/1,000 people ratio was 2.5406, which was 0.1525 beds
below the U.S. ratio of 2.6931. (Appendix Table 1 shows rounded figures.)
Raising the Massachusetts ratio to the national ratio would have required a
6.0025 percent increase in beds per 1,000 people (the shortfall of 0.1525
beds/1,000 divided by the actual Massachusetts ratio of 2.5406 beds/1,000).
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Now, a 6.0025 percent rise in beds per 1,000 predictably would raise hospital
cost per person here by the beta of 0.438 multiplied by 6.0025, meaning a rise of
2.629 percent in hospital cost per person.

Actual 2006 hospital costs per person in Massachusetts were $2,805, so a 2.629
percent rise in cost (if bed supply were at the U.S. average) would mean a
rise of $73.75 per person. Across 6,433,000 people in Massachusetts,
that translates into a statewide rise of $474 million in 2006 hospital costs if
bed supply here were at the U.S. average. This would contribute 7.7
percent to the $6,149 million Massachusetts hospital cost excess. This is
noted as an add-on to the excess in Exhibit 53, below. Because
Massachusetts hospitals’ relatively low bed-to-population ratio reduces
hospital costs here, the effect of bed supply is not to explain part of the
state’s excess costs, but to increase the unexplained excess.

The effect of having fewer hospital beds per 1,000 people is reinforced by the
finding that statewide hospital occupancy rates in Massachusetts averaged 74.3
percent in 2006, almost 11 percent above the national average of 67.0 percent.
(See Appendix Table 4.) Empty beds don't raise operating costs very much,
since no hospital can afford to staff empty beds, but Massachusetts’ higher
occupancy rates should at least translate into lower fixed costs per occupied bed.

Exhibit 48
Inter-state Correlation of Hospital Beds per 1,000
People and Hospital Costs per Person, 2006
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Incidentally, a look at national bed-to-population ratios over time fails to support
the cross-sectional finding. Indeed, it indicates a slight negative—though non-
significant—association over time between hospital costs per person and hospital
beds per thousand people.

Exhibit 49 shows no regular association between inflation-adjusted hospital cost
per person and beds per 1,000 people over the years from 1946 to 2004. ¥’

Exhibit 49

Hospital Cost/person (Consumer Price Index-adjusted)
and Beds/1,000, U.S. 1946 - 2004
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Beds per 1,000 Americans rise rapidly and then fall rapidly over time. But cost
per person rises fairly steadily.

Importantly, cost per person rises particularly rapidly during the years after 1985,
when beds per 1,000 people falls substantially.

In Exhibit 49, this is captured by the actual rise in spending per person—the
heavy green line—rising above the trendline after 1985. The trendline reflects
the increase in spending per person over the full 58 years from 1946 to 2004.

The correlation between inflation-adjusted hospital cost per person and beds per
1,000 people over time is R, = -0.2973, R? = 8.8%, significant at p = 0.324.
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Change in one variable over time predicts only about 9 percent of the change in
the other. What is salient here is not the statistical significance but the inverse or
neqgative relationship between beds and costs over time: Over time, in the
nation as a whole, more beds per thousand people are associated with lower
costs per person. In the years since 1980, when bed-to-population ratios have
fallen nationally, inflation-adjusted hospital costs per person have risen
particularly steeply.

Why might this be? Greater shares of patients are being served in costly
teaching hospitals. Also, it's possible that hospitals are able to impose higher
charges on payers as the bed supply falls. Further, the sicker patients remaining
in hospitals as admission rates and lengths-of-stay have fallen nationally may
make for higher average cost per patient-day (and per occupied bed), helping to
offset the fall in beds per 1,000 people.

Among the world’s wealthy nations, the United States falls near the bottom in
acute hospital beds per 1,000 people, according to data from the OECD (Exhibit
50). Massachusetts is slightly below the U.S. as a whole in beds per 1,000.

Exhibit 50
Acute Beds per 1,000 People,
9.0 OECD Nations and Massachusetts, 2006
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Moreover, internationally, the ratio of hospital beds per 1,000 people is negatively
correlated with personal health expenditures per person, as shown in Exhibit 51.
This is very different from the U.S. inter-state pattern just reported in Exhibit 48.
Other wealthy nations appear much less concerned about hospital bed supply,
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perhaps because they rely mainly on strategies other than bed supply restrictions
or hospital closings to slow the growth in health care costs.

Exhibit 51
Acute Beds per 1,000 People versus Total Spending on
Medical Services per Person, OECD Nations, 2006
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Source: OECD Health Data, 2009
Note: Spending is converted to dollars using purchasing power parities.

h. Severity of illness is lower in Massachusetts, and this should make for
lower costs

Hospital expenses in Massachusetts are not being raised by any greater severity
of iliness. Indeed, average severity of illness of hospital patients served here
seems to be slightly below the national average.

We have compared (Exhibit 52) the average case mix index in hospital fiscal
year 2006 for Medicare patients served in Massachusetts hospitals with the
average case mix index for Medicare patients nationally. Surprisingly--given, for
example, our concentration of teaching hospitals and the reputation for attracting
complex patients from out of state—the average Medicare case mix index in this
state’s hospitals is 4.0 percent lower, 1.43 versus 1.49 nationally.?® 1%

The case mix index is intended to be roughly proportional to expected cost of
care, other things equal. Also, we have found, Medicare case mix indices tend to
be very highly correlated with all-patient case mix indices. One reason this is
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logical is that fully 38 percent of hospital inpatients were aged 65 nationally and
above in 2006, and therefore overwhelmingly covered by Medicare. ** This
constitutes a minimum estimate of the Medicare share of inpatients, as it
excludes disabled Medicare-sponsored patients aged under 65.

The difference in average case mix index noted above means that severity of
illness for Medicare patients in 2006 in Massachusetts was 4.0 percent below the
national average. This lower severity of illness should have worked to
proportionately reduce the Massachusetts hospital cost excess. Thus, hospital
costs per person here should have been 4.0 percent lower than the U.S.
average, if all other factors were equal here and nationally. Since costs here
were higher than expected, our tally will note that 4.0 percent ($723 million) is
added to hospital costs here to account for this case mix factor.

Exhibit 52

Medicare Case Mix Index, U.S.A. and Massachusetts,
Hospital Fiscal Year 2006

Average case mix Number of Number of
index for Medicare Medicare hospitals
patients discharges
U.S.A. 1.49 11,885,842 4,110
Massachusetts 1.43 276,354 65

Note: We calculated the average case mix indices for the U.S.A. and for Massachusetts. CMS
provides the necessary data for all hospitals individually. According to CMS, “A hospital's CMI
represents the average diagnosis-related group (DRG) relative weight for that hospital. It is
calculated by summing the DRG weights for all Medicare discharges and dividing by the number
of discharges.” We summed case weights and discharges for all hospitals nationally, and divided
the summed case weights by the summed discharges. We did the same for all Massachusetts
hospitals.

Our calculated U.S. CMI of 1.49 on 11.9 million Medicare discharges is very close to the
federally-reported 1.48 CMI on 12.3 million discharges. ***

Source: Centers for Medicare and Medicare Services, Acute Inpatient PPS Data, “Fiscal Year
2006 Case Mix Index by Hospital,”
http://www.cms.hhs.gov/AcutelnpatientPPS/FED/itemdetail.asp?filterType=none&filterByDID=-
99&sortByDID=2&sortOrder=ascending&itemlD=CMS022523&intNumPerPage=10,

Access confirmed 2 July 2009.

It is noteworthy that both the hospital admission rate and the outpatient visit use
rate were higher in Massachusetts than nationally. This suggests that hospitals
may have sometimes been used here when they would not have been used
elsewhere. This marginal use in Massachusetts is likely to be associated with
less-than-average severity of illness. We therefore apply the 4.0 percent lower
severity to both inpatient and outpatient care.
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Because hospitalized patients here were slightly less severely ill than the national
average, it's necessary to add to the estimated excess in hospital costs here.

(As with beds, this adds to the observed excess; by contrast, expenses for
research explain some of the observed excess.) As noted in Exhibit 53, the
added $723 million equals 11.8 percent of the 2006 Massachusetts hospital cost
excess of $6,149 million.

i. Hospital profits are lower here, and this should make for lower costs

As was shown earlier, in Exhibit 21, hospital profit margins in Massachusetts
were below the national average in almost all years examined. This seems to be
attributable more to high costs than to low revenues here.

Between 1997 and 2006, hospital total margins averaged 5.2 percent nationally
but only 1.9 percent in Massachusetts.

It is useful to appreciate, however, that the gap between hospital profits in
Massachusetts and hospital profits nationally narrowed considerably in the years
since 2003. Indeed, in 2007, they were virtually identical. Unfortunately,
Massachusetts total margins plummeted statewide in 2008—dropping to 2.8
percent according to hospital data reported to the Massachusetts Division of
Health Care Finance and Policy. **?

We focus here on the gap in total margins in 2006, between the 6.0 percent total
margin of hospitals nationally and the 4.6 percent total margin of Massachusetts
hospitals. Lower profit margins here should lower, not raise, our costs, so
hospital profit margins here cannot contribute to explaining our excess costs.

To achieve the 6.0 percent total margin experienced by hospitals nationally,
costs of care in Massachusetts hospitals would have to have fallen by $276
million (1.5 percent), or roughly from $18,076,000,000 to $17,800,000,000.*%

We treat this as an add-on to the unexplained Massachusetts hospital cost
excess, as shown in summary Exhibit 53, because the $276 million of actual
Massachusetts hospital expenses would not have been made if Massachusetts
hospitals had equaled the national average total margin. The $276 million equals
4.5 percent of the Massachusetts excess of $6,149 million in 2006.

j. Other possible factors, briefly noted

High insured rate does not necessitate high hospital costs

Even before the 2006 Massachusetts health care legislation began working to
extend coverage more widely, a higher share of people here have been insured
than in most other states. Indeed, that fact helped encourage state action on
coverage because efforts to fill the gaps were thought to be easier than
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elsewhere. But some observers might also suggest that the long-standing high
levels of health and hospital expenditures—and high health expenditures
overall—in Massachusetts are linked to the long-standing above-average reach
of health coverage here. Are high hospital costs an inevitable result of
widespread health coverage?

To address this question in a simple way, consider the level of hospital expenses
for other states where relatively high shares of the population are insured.

In 2005, just before passage of this state’s law expanding coverage, Census
Bureau estimates put Massachusetts at fourth best among the states, with an
estimated 9.2 percent uninsured. In 2004, strikingly—as this state lagged in
emerging from the previous recession—Massachusetts ranked just seventeenth
best, with 11.3 percent of residents uninsured.*3*

Because the federal government’s most recent state-by-state data on hospital
costs are for 2004, it's useful to look at costs for states with low uninsured rates
at around that time. For residents of the three states with smaller 2005 uninsured
shares than Massachusetts, spending on hospital care per resident in 2004 was
estimated at $2,092 in lowa (8.3 percent uninsured), $1,965 in Minnesota (7.9
percent uninsured), and just $1,834 in Hawaii (8.6 percent uninsured), as
compared with $2,620 in the costliest state, Massachusetts. And among the 16
states which had more insured and fewer uninsured people in 2004 than
Massachusetts, again we see that some had far lower hospital expenses per
resident—along with Minnesota and Hawaii were Kansas ($1,883) and
neighboring New Hampshire ($1,941). ***> Clearly, the high rates of insurance
coverage need not mean high hospital costs.

Section E of this report, below, further addresses the relationship of expanded
coverage to hospital costs in Massachusetts.

Mandated benefits do not seem a large factor in high costs here

Another factor sometimes blamed for high premiums is inclusion of state-
mandated benefits in health insurance policies (though not in employers’ self-
insured plans). A recent review estimated mandated benefit costs in this state.

It noted that some state-mandated benefits are also federally-mandated. So, for
example, although maternity benefits represent the largest single cost for a
service mandated by the state, that state mandate does not increase costs here
because maternity benefits are also a federal mandate. The review provided
evidence that many mandated services would be offered in the absence of the
mandate. It concludes, “The true net cost impact of mandated benefits is
likely...in the range of 3-4% of premiums...."**® Because comparable national
estimates are lacking, and because a great share of patients are not affected by
state mandates since their employers self-insure, no allowance is made for
mandates in our tally of factors contributing to the hospital costs excess.
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Summary

Exhibit 53 summarizes the approximate degree of responsibility associated with
each suggested justification or explanation for higher hospital costs in this state.

Exhibit 53

9 Factors that Might Justify or Explain Excess 2006 Mass. Hospital Costs

Share of the

Share of the

$6,149 million $18,076 M
hospital cost | in hospital
excess | total costs
explained by explained
Factor this factor by factor Summary of evidence
a. Net Explains $325 Share of net exports (after
exports of million of excess subtracting Mass. residents’
hospital care received out of state) at
care to explains 5.3 % of | explains marginal cost = 50% of average
people excess | 1.8% of cost. The other 1/2 of costs are
out-of- costs fixed. (The effect on hospitals’
state statewide revenue is considerably greater,
but we don’t focus on revenue.)
b. More Explains $1,207 Calculated in proportion to the
research million of excess drop in Massachusetts hospitals’
explains 20.0 % other (non-patient) operating
of excess | explains revenue that is required to reach
6.7% of national average
costs
statewide
c. Training | Explains $164 Calculated at salary and fringe
more million of excess benefit cost of 2,481 extra
doctors medical residents trained in
explains 2.7 % of | explains 0.9 | Massachusetts. Doubts about
excess | % of costs whether this is a legitimate and
statewide durably affordable explanation.
d. Higher Explains $777 Payroll + benefit costs per FTE
cost of million of excess are higher here, somewhat
living offset by greater skill mix.
explains 12.6 % | explains 4.3
of excess | % of costs
statewide
e. Superior --no effect Mixed evidence on superior
outcomes outcomes, and little apparent

association between hospital
cost per person and outcomes.
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Share of the

Share of the $18,076
$6,149 million million in
hospital cost hospital
excess | total costs
explained by explained
Factor this factor by factor Summary of evidence
f. More -- no effect Slightly more older people but
older lower Medicare share of hospital
people costs.
g. More Adds $474 Adds to excess because bed-to-
beds/1,000 million to population ratio is lower here.
people unexplained Hospital costs per person should
excess | adds 2.6 % | be lower owing to this factor, in
to costs accord with inter-state
adds to | statewide correlation.
excess —
accounts for
7.7% of excess
h. Severity Adds $723 Severity of illness (case mix
of iliness million to index) was lower in
unexplained Massachusetts. So, actual
excess | adds 4.0 % | hospital costs per person are
to costs higher than expected.
adds to excess — | statewide
accounts for
11.8% of excess
i. Profit Adds $276 As with severity of illness,
margins million to hospital total margins are lower
unexplained than average here despite high
excess | adds 1.5 % | revenues. A fall of $276 million
to costs in expenses would allow
adds to | statewide Massachusetts hospitals to
excess— equal the national total margins.

accounts for
4 5% of excess
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In summary, we find that, though four factors tallied here (exports, research,
training, and cost of living) account for $2,473 million of the state’s excess 2006
hospital costs, three factors (beds, severity of illness, and profit margins) are
counter-predictive. Those three factors raise the unexplained/ unjustified share
of the cost excess because data on those factors indicate that this state’s costs
should be below the U.S. average). Two factors (age and outcomes) are neutral.

Thus, of the state’s cost excess of $6,149 million ($6.1 billion), only about
one-sixth, an estimated $1,000 million ($1 billion), was justified by
reasonable factors. Five-sixths of the excess remained unjustified—a net
excess of $5.1 billion. That $5.1 billion in excess 2006 hospital costs was fully
28.5 percent of the $18.1 billion in total hospital spending that year in
Massachusetts. This short summary recapitulates the effects of the various
factors.

Summary: Actual Hospital Cost Excess, Explained Share, and Add-backs, 2006

Actual Massachusetts hospital cost excess, 2006 $6.1 billion

Explained by exports, research, training, and living costs - $2.5 billion

Outcomes/quality and elderly population share are neutral factors— —
neither explanatory or counter-predictive

Add-backs for counter-predictive factors: hospital beds, + $1.5 billion
severity of illness, and profits

$1 billion
Net excess cost explained by widely-cited factors (16.3% of excess)
Net excess after explanations and add-backs = $5.1 billion
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E. DISCUSSION: MEANINGS FOR HEAL TH REFORM
AND FOR ACTION TO CONTAIN COST

1. Meanings for health care reform

The rapid rise in excess hospital costs in Massachusetts overlapped with passage
and early implementation of the state’s health reform law, Chapter 58 of the Acts of
2006. This law was signed in April 2006, roughly in the middle of hospital fiscal
year 2006. (Most hospitals’ fiscal years run from 1 October to 30 September.)

But improved coverage does not seem to have been responsible for more
than a very small share of the rise in excess hospital costs in
Massachusetts. Exhibit 54 depicts the year-by-year percent changes in the
number of this state’s insured residents (vertical bars) compared with the change
in statewide hospital costs in constant dollars (line). Clearly, there is little
correlation.

Exhibit 54

Percent Change in Mass. Insured from Previous Year
versus Constant Dollar Hospital Costs, 2000 - 2008

7.00% $25,000,000
6.00% —+
5.00% - $20,000,000
4.00%
3.00% - $15,000,000
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1.00% - $10,000,000
0.00%
-1.00% - $5,000,000

-2.00%

% Change Mass. Insured from Previous Year
Statewide Hosp. Cost, Constant 2008 $s, $000

-3.00% $0
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

‘-% Change Mass. Insured ——Statewide Hospital Cost, Constant 2008 $s ‘

Sources: Insured People: U.S. Census Bureau, Current Population Survey, Historical Health
Insurance Tables, Table HIA-4. Health Insurance Coverage Status and Type of Coverage by
State All People: 1999 to 2008, http://www.census.gov/hhes/www/hlthins/historic/hihistt4.xls.
Statewide hospital costs: American Hospital Association, Hospital Statistics, Table 6, various
years. The change in expenses is calculated from 2008 constant dollars, using urban area
consumer price index for all items, annual index.
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This view is reinforced in Exhibit 55, which compares annual percentage
changes in the number of insured residents with the percentage changes in
(rather than the dollar amount of) inflation-adjusted hospital expenses. The
average change in the number of insured residents during these nine years was
0.7 percent. The average change in inflation-adjusted statewide hospital
expenses was 5.0 percent.

Clearly, there is little link between changes in the two from year to year. Indeed,
the large rise in hospital expenses in 2006 was associated with a slight drop in
the number of insured people. And in 2007, as the Chapter 58 reform law began
to engender a substantial rise in the number of insured people, the rate of rise in
hospital spending dropped to 4.8 percent, close to one-half of the 2006 rate.

Exhibit 55

Percent Changes in Massachusetts Insured and in Constant-
dollar Statewide Hospital Expenses, from Previous Year,

10.0% 2000-2008

8.9%

8.0%

6.0% +

4.0% -

-1.2%

-1.2%

-2.0% _
2000 2001 2002 2003 2004 2005 2006 2007 2008
B % Change Constant-$ Mass. Hospital Expenses B % Change Mass. Insured

Sources: Insured People: U.S. Census Bureau, Current Population Survey, Historical Health
Insurance Tables, Table HIA-4. Health Insurance Coverage Status and Type of Coverage by
State All People: 1999 to 2008, http://www.census.gov/hhes/www/hlthins/historic/hihistt4.xls.
Statewide hospital costs: American Hospital Association, Hospital Statistics, Table 6, various
years. The change in expenses is calculated from 2008 constant dollars, using urban area
consumer price index for all items, annual index.

Further, as shown in Exhibit 56, there has actually been a mild negative relation
between the percentage rise in constant-dollar (inflation-adjusted) statewide
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hospital costs (horizontal axis) and the percentage change in the number of
insured people (vertical axis), during the years from 2000 to 2008.

That is, years with a greater rise in the share of insured people were somewhat
more likely to be years with lower average increases in statewide hospital costs,
and the reverse. The R, is -0.3809 and the R? is 14.5 percent.

While no causation is implied, this mild negative relationship does suggest that,
as might be expected, factors other than changes in the number of insured
people influence changes in hospital costs. (Not surprisingly, this is also true for
overall health care costs. For example, consider that, as we previously reported,
health care costs’ share of the state’s economy rose 38 percent from 1987 to

2004, while the uninsured share of Massachusetts residents rose 78 percent.**")

Exhibit 56

No Correlation between Annual Massachusetts
Rise in Statewide Constant-dollar Hospital Costs and

- 00% Change in Number of Insured People, 2000-2008
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Sources: As Exhibit 55.
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There are other reasons to doubt that Chapter 58’s expansion of coverage is to
blame for the sharp 2006 and 2007 increases in excess hospital costs.

e MassHealth (Medicaid) did add almost 30,000 people between June 30 and
September 30 of 2006, the last quarter of hospital fiscal year 2006, after the
law was enacted. Fully half of those were children. *® Children are generally
a low-cost population to cover—but more importantly, many, probably most,
of the children added to MassHealth had previously been covered by the
Children’s Medical Security Plan, which provided access to the state’s
hospital free care pool. So there should not have been an enormous backlog
of unmet need for children’s hospital care.®*° From June 2006 to March 2008,
MassHealth enroliment grew by 110,740 people, but again, nearly half of
those were non-disabled children.

e For people with incomes below three times the federal poverty standard but
ineligible for MassHealth, Commonwealth Care is the major new coverage
program, one whose costs are borne mainly by state subsidies. Launched
midway through state fiscal year 2007, which it ended with some 79,000
members, Commonwealth Care reportedly spent $132 million on members’
health care that year. **° Contrast that to the $1.4 billion rise in 2007
Massachusetts hospital spending alone (following the $2 billion rise in 2006).
Further, a substantial portion of its state funding had been reallocated from
the hospital free care pool, so it had already been going to hospitals.

Even though the rise in the Massachusetts hospital cost excess preceded efforts
to cover more people under the 2006 Chapter 58 reform legislation, sustaining
that improved coverage will be more difficult if hospital costs are not
brought under control.

Since so small a share of the Massachusetts hospital cost excess is explained or
justified by reasonable and legitimate factors (just $1 billion in 2006, or one-sixth
of the excess, as summarized in the previous section), it is reasonable to work
harder to reduce excess hospital costs here.

2. Meanings for Action to Contain Hospital Cost

There are powerful reasons to act to shrink the Massachusetts hospital cost
excess. But translating these reasons to actual motivation and translating
motivation into effective efforts will require learning from

a. reasons for the failures of most past cost controls, nationally and in this state;

b. the reasons for the shrinkage of the Massachusetts excess from 52 percent in
1975 to 30 percent in 1996;

c. the causes of the excess’s resurgence since 1996; and
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d. the durable sources of the special factors that make Massachusetts hospital
care and health care so costly.

Approaches that might work nationally, while often worth undertaking, probably
can’'t be expected to work more powerfully in Massachusetts. And all these
efforts must be designed to be safe for vulnerable patients.

(1) Three reasons to act

Since the size of the Massachusetts excess in hospital costs has soared since
1996, and since the great bulk of that excess (an estimated five-sixths of the
total) is not justified by reasonable explanations, it should be reduced.

Reducing the excess is both warranted and urgent.

e Doing so will help slow health insurance premium growth generally.
e Specifically, it will lower the cost of subsidizing expanded health insurance
coverage under Massachusetts’s 2006 health reform law.

But shrinkage of this state’s excess hospital costs must be undertaken carefully
and it must be informed by more than a little humility.

First, few efforts to contain hospital costs or other health costs have durably
succeeded nationally.

Second, as discussed above, while the Massachusetts hospital cost excess from
1975 to 1996 was indeed squeezed, it may have been squeezed in ways that
caused two types of harm. It seems to have been associated with the rise in the
Massachusetts excess in other aspects of health care costs—probably partly
through shifting care and costs to other health care sectors. Further, as
community hospitals closed, it meant future hospital care would have to be more
concentrated in costlier teaching facilities, raising cost of care and impairing
access at the same time.

And the non-financial consequences are worrisome: the declining excess seems
to have been associated with hospital closings that disproportionately affected
communities where patients were already vulnerable to deprivation of needed
care.

Third, while it will be hard to slow spending increases again, and even harder do
so safely, a further challenge will be to shed costs durably, and without exciting
backlashes that delegitimize cost control and open the door to resurgent cost
increases.
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Over the past year, many individuals responsible for passing or implementing the
2006 law have frequently said that preserving it—both for the long haul and
especially during the present crisis in state revenues and in the economy
broadly—depends on containing costs of health care. Despite this rhetoric, most
recent activity has focused on boosting revenues and cutting benefits. Until now,
those have been easier, both financially and politically.

Yet cutting benefits is likely to further undermine access to care that is still far
from adequate despite important gains under the 2006 law. A September
2009 report, for example, documented the problems faced by many people
who are still forced to go without needed care and/or to accumulate medical
debt in Massachusetts. Some are low-income people offered unaffordable
employer-sponsored coverage—and therefore ineligible for the new state-
subsidized coverage. Others are middle-income people, also ineligible for
state subsidies, who—especially if they have substantial medical problems—
still face great difficulty affording needed care because of high required out-
of-pocket payments in addition to high premium costs.***

And health insurance premiums are indeed high here. Recent evidence
includes an August 2009 report indicating that Massachusetts had the highest
average 2008 health insurance premiums of any state.**

Early signs of more serious talk about cost control are visible, though it is not
clear whether this talk will translate into the substantial or fundamental changes
that could lead to successful cost control.

In July 2009, the state’s Special Commission on the Health Care Payment
System evidenced worry about high costs and recommended risk-adjusted
global payments to accountable organizations, along with increased reliance
on primary care and other reforms.**?

But to what degree would such efforts resemble the managed care of the
1980s and 1990s? Would those efforts be informed by the lessons from
those recent decades? Will high-cost caregivers, particularly Partners, go
along?

Some early signs are encouraging. Blue Cross, Tufts, and perhaps other
payers are working with groups of physicians to build capacity to manage
capitated budgets.

Will there be enough time and patience to continue to build this capacity from
the bottom up? Would capacity-building do enough to improve primary care
delivery? Will these arrangements spread widely and become accepted by
patients? And will enough physicians go along in the absence of a
comprehensive peace treaty that markedly improves their professional lives?
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We have asserted elsewhere that, since both market competition and
government regulation have failed to contain health costs, and since
physicians’ decisions essentially control almost 87 percent of personal health
care spending, cost control will be very difficult—even impossible—to achieve
without the active involvement and agreement of physicians.***

Negotiating a peace treaty with physicians would address income, paperwork,
malpractice, and other concerns of doctors—and doctors, in return, would
take on the job of serving patients well with the huge sums already available.
This means going beyond the mechanics of bundling units of payment or
financial incentives to consider doctors’ overall job satisfaction and
motivation.

In August of 2009, analysts from the RAND Corporation, working under
contract to the state’s Division of Health Care Finance and Policy, reported on
21 potential cost control options and sought to model savings associated with
twelve of these, many of which are mechanical approaches. These include
bundled payments, all payer rate setting, rate regulation targeted at major
teaching hospitals, ceasing to pay for adverse events, and decreasing end-of-
life resource use. 1*° We call these approaches “mechanical” because they
pursue changes in units of payment or payment methods but don’t seem to
include serious efforts to win political support generally or caregiver buy-in
specifically.

We are concerned that the modeling itself is, inevitably, somewhat
mechanical and that winning political acceptance of many, most, and perhaps
even all of the options will be difficult or even impossible in the current
climate. In particular, we are concerned that, absent a political agreement
about whether and how to lower the Massachusetts hospital cost excess,
application of mechanical solutions will engender not progress but rather
years of game-playing and public theater, including finger-pointing and shouts
of rationing. Further, since doctors make the decisions that expend the
overwhelming share of the state’s health care dollar, it will be essential to
include legitimate representatives of the state’s physicians in any discussion
of cost control mechanisms.

Shrinking the Massachusetts hospital cost excess is possible. As shown earlier,
cost increases were substantially slowed in Massachusetts from the mid-1970s

to the mid-1990s. In these years, excess costs here dropped from over 50
percent above the national per-person average to as low as 30 percent above.
While winning another reduction in the pace of spending increases will not be
easy, it clearly can be done. A challenge will be to shed costs durably, and
without exciting or spurring backlashes that delegitimize cost control and open
the door to resurgent cost increases.
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It is important to appreciate some of the political and other lessons from the
success in shrinking the excess from the mid-1970s to the mid-1990s. In
particular, a substantial though evolving political consensus on the importance of
hospital cost control seemed to prevail in Massachusetts during those years.
This resembles, in some ways, the consensus supporting passage,
implementation, and retention of the state’s 2006 health reform statute. But
rebuilding a politically and financially effective consensus to support renewed
cost control will be much harder to achieve than was agreeing to improve
coverage. It will not succeed without support from physicians and without
support—or, at least, acceptance—from hospitals.

(2) Action should be informed by the failures of most past cost control
efforts

New efforts to slow hospital cost increases in Massachusetts should be informed
by the failures of strategy, tactics, and understanding—and the undesirable side
effects—that plagued past cost control efforts.

a. Failures of strategy. Since about 1972, Americans have employed
government regulation and market competition to try to slow the growth in
hospital and other health care costs. Both have usually failed.

Competition. Market competition has failed partly because none of the six
requirements for genuine free markets and fair competition are—or, we believe,
can be—remotely satisfied in health care.

Those requirements are having many small buyers and sellers, none powerful
enough to set or influence prices; absence of artificial influences on supply,
demand, or price; easy entry to and exit from the market; widely-shared
information on the prices and value of products that are homogeneous or
comparable; prices that track costs; and adherence to constant mistrust of all by
all.

Some of the main competitive efforts involved getting hospitals to compete by
price and quality; using managed care to capitate patients and induce hospitals,
physicians, and other caregivers to bid down their prices in exchange for greater
volumes of patients; and increasing patients’ out-of-pocket costs in hopes they
will act as more careful consumers.

Hospital competition has been advocated as a way to cut costs because it was

supposed to attract insurers to contract with, and patients to use, lower priced
facilities, or ones offering better quality for the same price. If other hospitals faced
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shrinking patient volume, their managers would presumably try to make them
more efficient, thus more competitive—or they would eventually have to close.

Managed care was promoted as a way to leverage purchasers’ buying power to
steer patients towards efficient facilities, as well as to reduce use of the hospital
(for example, by shortening hospital stays) and to pay lower prices for the use
that persisted.

Some hospitals were closed because payments were not adequate—but as
noted earlier, we find no evidence that inefficient facilities have been more likely
to close. Indeed, partly because many lower-cost hospitals here have closed,
patient volume in Massachusetts has certainly been shifting over the years into
higher cost hospitals.

Meanwhile, managed care plans’ market clout was offset as many of the
surviving hospitals merged to strengthen their own selling power—without
having to improve their efficiency. Despite initial claims that mergers would
promote economies of scale and boost efficiency, little in the way of such savings
was seen in most cases. In the case of one prominent hospital merger, we
repeatedly requested evidence of savings, were promised that the evidence
would be sent, but nothing ever arrived.

Instead, hospitals sought mergers both to eliminate a competitor and to become
larger facilities with a greater share of local doctors, beds, and particular
services—and thus more essential for managed care plans to contract with. In
this way they were able to win back higher prices (as discussed elsewhere).
Hospitals responded to competitive pressures not by seeking to increase their
efficiency but rather by seeking to increase their market power, through
consolidation—thus reducing competition. In the inevitably un-free health care
market, competition has proven short-lived.

Managed care apparently helped to slow the national rate of hospital cost
increases temporarily (and also to help lower the Massachusetts excess briefly).
But it was resented by doctors and patients because it restricted clinical freedom
and also seemed to enrich insurers and caregivers when patients received fewer
services. The backlash against managed care seems to have been associated
with rapid recoupment of hospital volumes and prices. In this, managed care
resembles a crash diet that succeeds for a time but shortly fails, demoralizing the
user about even sensible weight control regimens and leading to even greater
weight gains.

This is not a problem in Massachusetts alone. Berenson and colleagues have

recently described ways in which hospitals and physicians in California have
joined together to win higher revenues. ¢
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Finally, the strategy of promoting hospital price competition to contain costs—
here and nationally—has relied in part on reducing coverage and increasing
insured patients’ out-of-pocket costs, with the aim of making all but the
wealthiest among us “sensitive” to the cost of care. There are continuing efforts
to boost deductibles, co-pays, and coinsurance (as well as workers’ share of
premiums)—which are partly doubtless simply to shift costs, but also are
advocated by some in hopes of encouraging individual patients and families to
analyze and refuse costly health services. **’ In this vein, the hospital
association leadership in Massachusetts recently has echoed others’ calls that
“Patients ...need to have more ‘skin in the game.” **® Indeed, some argue that,
apart from uninsured people, “the vast majority of the remaining Americans
actually have too much insurance coverage....”**°

But requirements that patients pay high out-of-pocket costs are doomed to fail as
a cost-control policy, for a multitude of reasons:

e Very few patients have or can obtain the knowledge needed to weed out
unnecessary care or to assess its cost-effectiveness. Few families combine
the expertise of a doctor and an accountant, as in the “professional family,
just like a lot of other families in America” that President Bush highlighted
when promoting high-deductible insurance.**°

e Evidence from past efforts along these lines indicates that patients are about
as likely to refrain from seeking or accepting needed care as they are in
refusing futile or marginal care.

e Some patients might be prone to over-using well-insured health care services
because they believe that health care is more valuable than it really is.
Higher out-of-pocket costs would probably reduce their use rates. But higher
out-of-pocket costs would also reduce the use rates of stoics who believe that
health care is less valuable than it really is. It is impossible to craft one set of
out-of-pocket costs to address the circumstances and beliefs of both groups.
That job gets much harder once ability to pay is added to the mix.

e Even if one believes that, in the future, costs could be contained by linking
consumer cost incentives to physician performance, that isn't yet feasible,
because many kinds of essential data and measurement tools do not exist.**!

e Boosting patient cost-sharing to contain health spending is not only a sick tax,
but regressive, as people with ill health tend to have lower incomes. Starkly,
Berwick commented, “It will result in a shifting of care away from the people
who need it the most.” **?

e Requiring higher patient payments aims at the wrong target—decisions made by
patients rather than by doctors.**® The sickest people account for the vast
majority of health spending—for example, 64 percent of 2003 health care costs
were for just 10 percent of non-institutionalized Americans.® Health care costs
for seriously ill people largely reflect doctors’ complex treatment decisions (the
type of stent to use, how many ICU days are needed, and the like), and these
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are typically little affected by patients’ deductibles, co-payments and co-
insurance.

Regqulation and planning. Government regulation and planning have failed
largely because political support for cost control has usually been great enough
to enact controls but not strong enough to design, implement, or enforce them
effectively.

Political support for regulatory cost controls has been broad but shallow, while
opposition has been focused and effective. Few Americans saw any direct
benefits from controlling cost. At best, if slower cost increases result, their
benefits are in the future. Benefits are neither concrete nor immediate. But the
pain of cost controls to hospitals or other caregivers appear immediate and
certain.

Cost controls have often been watered down before passage or successfully
gamed by caregivers. Perhaps most important, cost controls’ effectiveness has
been sharply reduced because they have generally squeezed, manipulated, or
ignored the group of professionals whose decisions control almost 90 percent of
personal health care spending—physicians. And doctors have often found ways
to game or evade controls. For example, many doctors dissatisfied with their
fees or their total incomes can see more patients. Some can build or buy their
own ambulatory surgical centers, MRI facilities, or entire hospitals and profit from
ownership shares.

Rising health costs are a problem everywhere, so success should be gauged by
slower cost increases coupled with good access and outcomes. Other wealthy
nations have effectively contained costs largely through national political
negotiations among employers, unions, private insurers or public programs,
hospitals, doctors, and other concerned parties. The parties settle on the size of
acceptable cost increases. Payers provide revenue and negotiate with
caregivers about mechanisms to hold costs to those levels. **°

In the absence of such top-down political agreements, U.S. cost controls have
generally relied on design and manipulation of formulas—Medicare DRGs and
RBRVS are examples. These attempts at technical solutions fail because they
don’t replace durable and acceptable political deals.

Because of the difficulty of negotiating effective political deals to contain U.S.
health costs, new technical or formulaic efforts are promoted as substitutes.
Some experts hope that electronic health records, better case management for
patients with chronic health problems, and pay-for-performance might save
money. Added payments for good performance—efforts to promote
competence, adherence to evidence, kindness, and energy—are hard to argue
with in principle. But they are hard to administer in practice. It is worth noting
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that all other wealthy democracies have contained costs without much reliance—
usually without any reliance—on pay-for-performance.

In the absence of over-arching top-down negotiations in the United States,
payers try to shift costs to one another, caregivers try to manipulate price and
volume to their advantage, and no party is accountable for universal coverage,
containing costs, improving appropriateness and quality of care, or securing the
right hospitals, physicians and other caregivers in the right places.

More broadly, in the absence of effective markets or government action,
Americans suffer health care cost anarchy, allowing powerful caregivers and
insurers to impose higher prices. Another feature of this anarchy is that, with
very few exceptions, no one is accountable or responsible for spending money
carefully or for assuring that patients receive needed care. The exceptions—the
Kaiser-type HMOs, the Veterans Administration hospitals, and emergency rooms
governed by EMTALA—are striking.

To contain costs, we suggest that formula-driven payments should be
abandoned as the main U.S. alternative to high-level effective political
negotiations among doctors, hospitals, payers, employers, unions, and others.
Instead, we suggest that the main alternative may well be found at the other
extreme of U.S. health care—decisions by individual doctors about how to
diagnose and treat individual patients. It may well be that U.S. health costs will
need to be contained one blood test, one MRI, one specialist consult, one
surgery, and one prescription at a time. Bringing physicians and hospitals on
board to this job will be essential.

b. Failures of tactics. The cleverest tactics can't substitute for strategic
weaknesses or failures.

Hopes of containing costs by wholesale closing acute care beds or entire
hospitals have usually been disappointed. Often, less costly hospitals were the
ones that closed; survivors disproportionately were the larger teaching hospitals,
and after some closings they often found it easier to raise prices. As mentioned
earlier, we found that hospitals have been more likely to close in lower income
areas of Massachusetts, and, in a separate study, more likely to close in African-
American neighborhoods of 52 U.S. cities, probably exacerbating access
problems. Inefficiency has never predicted closings.

Hopes of containing costs by moving care out of the hospital have often failed.
The pressure on hospitals—from managed care and Medicare payment policies,
especially—to cut length-of-stay, for example, meant chopping the inexpensive
pre-surgery diagnostic days or reducing the allowed recuperative days after
medical problems or surgery. But the costly treatment days and the bulk of the
costs remained—and because hospitals had to spread their fixed costs over
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fewer inpatient days, the cost per day rose. Rising per day charges further
spurred payors to seek to cut days for their own patients, and to duck paying
their fair share of fixed costs.*®

When patients are removed from the hospital, sometimes they are served in
other settings, in physician offices, sub-acute facilities, or with home care.
Because hospitals often priced services—such as recuperative days—above
actual cost of care, and because of the pricing methods negotiated with many
payors, hospital care appeared so costly to payors that their top priority was to
reduce hospital use. Yet the actual cost of specific services may be the same or
greater when shifted to non-hospital settings—for example, if several home care
staff are needed for a patient who, if recuperating in hospital, would need a low-
to-moderate level of care.

While there may be good medical and psychological reasons to get many
patients home quickly after hospitalization, the financial arguments for shorter
stays have often been false. Sending patients home earlier may be very costly if
they need infusions, specialized equipment and wound care, or multiple other
home care staff. (And if patients lack adequate family and professional supports
at home, this dehospitalization of care may be unsafe as well.)

Similarly, moving surgery from the hospital to other settings may have lowered
costs of some care (although much of the savings may stem from better
anesthesia chemicals and techniques, and superior imaging studies), but
construction of ambulatory surgery centers greatly increased capacity to perform
surgery, possibly resulting in increases in unnecessary but costly surgery.

When Medicare replaced cost reimbursement with prospective payment of
hospitals by the diagnosis (DRG), some hospitals worked to become more
efficient. But others unbundled services that had formerly been part of inpatient
care by submitting separate bills for outpatient diagnostic services, and for
hospital-owned skilled nursing facility recuperative care and home health
services.

Politics, not gimmicks. Successful cost controls will rest on successfully-
negotiated political and financial arrangements, not on market or regulatory
efforts to evade, sidestep, or finesse political and financial conflicts.

Success will depend on building political support, and acceptance broadly in the
health care field. It can’t be achieved through a formulaic end-run around
hospitals, which would ultimately be gamed by hospitals.

Comprehensive, Cost controls must be encompassing, not just addressing the
unit of payment—because that is a formulaic gimmick, open to gaming if
hospitals and doctors aim to do so.
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c. Failures of understanding. Looking beyond strategy and tactics, past cost
controls have suffered from three types of failure of understanding.

They did not identify wasted health care and its costs, and did not design efforts
to squeeze out waste, capture the resulting savings, and recycle those savings to
cover previously uninsured, under-insured, and underserved people. If hospitals
retain savings won by cutting waste, their financially-motivated opposition to cost
control should plummet.

They did not appreciate physicians’ central role in controlling health care costs,
so they did not work with physicians to negotiate durable arrangements that
encourage doctors to spend money carefully, and thereby to overcome the
Massachusetts pattern of relatively elaborate and costly care.

They did not seek ways to shift care from costly teaching hospitals to less costly
community hospitals, while providing reassurance to those teaching hospitals
that might be vulnerable to harm from that shift.

(3) Reasons for optimism

We are optimistic. Viewing Massachusetts and U.S. health care overall, we have
concluded in 2005 that roughly one-half of health care spending is wasted. **’
Others increasingly say that as well.™® Squeezing out waste, capturing the
savings, and recycling those savings to finance care for previously under-served
people is the best way to contain cost while improving coverage and
appropriateness of care—and while protecting needed hospitals and other
caregivers.

In diminishing order of importance, the four types of waste are clinical waste,
administrative waste, excess prices, and theft/fraud. The distribution of
hospitals—by degree of specialization (teaching versus non-teaching) and by
location—contributes to both clinical waste and excess prices. Each type of
waste has specific causes and remedies. For example—

Clinical waste alone amounts to one-third of health care spending, according to a
widely-cited estimate.™®® Clinical waste stems mainly from financial incentives to
provide more care than is needed, overly aggressive care associated with the
defensive medicine that derives from doctors’ fear of being sued, lack of enough
evidence about what care is needed to effectively diagnose and treat patients,
failure to use existing evidence, failures to coordinate care, and imbalances in
the distribution of hospitals and doctors—both by specialty and geographically.
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There is also massive waste in the administration of our nation’s and state’s
health care financing. This administrative waste stems partly from the complexity
of determining whether a patient is financially covered, what services are
covered, and what rules restrict care delivery in the nation’s thousands of
different insurance plans. Also wasteful are the inherently unproductive medical
underwriting that enables insurers to avoid sicker patients, and the process of
billing and paying individual claims for billions of individual services. But, we
believe, even more administrative waste stems from the high levels of mistrust
that—Ilargely because of today’s unaccountable payment methods—prevail
between insurers and hospitals, and between insurers and doctors.

Excess prices are a widespread problem. They range from pharmaceuticals to
CEO salaries to medical supplies and equipment and to rates of pay for many
people working inside health care. The many causes of excess prices include
long-standing failures of both market competition and government regulation in
health care, unwarranted market power enjoyed by some caregivers, failures to
negotiate caps on revenue available to pay for health care, and beliefs that
higher prices are associated with better quality of care.

Theft and fraud stem partly from a belief that health care financing is open-
ended, so stealing money results only in higher taxes, premiums, or out-of-
pocket payments, not in denial of care, premature death and avoidable pain or
disability. Failure to incarcerate people who steal dozens or even hundreds of
millions of health care dollars is probably another cause. Market and regulatory
failures in health care make for financial anarchy, which both invites and enables
theft.

(4) Actions to lower the Massachusetts excess need to address the
specific causes of that excess

Cost controls that might work nationally--such as improved managerial
efficiency*®®--cannot be adequate to address the Massachusetts excess. That's
because there is no reason to believe that Massachusetts hospitals are markedly
less efficiently managed than those in other states.

Actions to lower the Massachusetts excess must address both its durable causes
and those responsible for its recent rises. Some causes are visible while others
are off-stage.

a. Causes of high hospital costs in Massachusetts—long-standing and
recent. Some long-standing causes involve the shape of hospital care itself.
Others center on physicians.
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Hospitals. First, we conclude that the configuration of hospital care in
Massachusetts—particularly the growing reliance on major COTH teaching
hospitals for inpatient care—does much to explain high costs here. How beds
are used is much more important than the number of beds per 1,000 people.

It will be hard to slow the rate of rise in Massachusetts hospital costs without
doing something about the growing drift of care toward major teaching hospitals.
Here are three possible choices; there are others.

e One option is to try to retain more patients in lower-cost non-teaching
hospitals when they don’t require teaching hospitals’ level of care.

e Another is to change the ways in which teaching hospitals themselves deliver
services. Can they and their physicians learn to care for patients in markedly
less costly ways—in ways that are durably affordable for the state’s patients,
employers, and taxpayers?

e A third would be to allow one or more teaching hospitals to close when they
suffer financial distress.

With about one-half of Massachusetts hospitals closed since 1960, with about
one-half of acute care beds closed since 1980, and with a bed-to-population ratio
that is already below the national average, we generally support the first two
choices and oppose the third. The burden of proof should fall on any person who
actively advocates or passively accepts another hospital closing. And, in the
absence of either a functioning free market or competent government action,
financial distress does not legitimize a decision to close a hospital.

This makes sense for both today and tomorrow. If beds are properly identified as
unneeded today, it probably makes sense to bank or mothball them for future
use. The cost of doing so is far below the cost of $1 billion per 1,000 beds for
new construction.

Slowing the rate of rise in hospital costs in this state will require a serious
financial and political conversation among all stakeholders, one that balances all
patients’ needs for appropriate and high-quality care with affordability.

Physicians. Second, we conclude that high physician-to-population ratios in
Massachusetts do much to explain high health costs and high hospital costs
here. As discussed earlier, by any measure, physician-to-population ratios in
Massachusetts are higher than in any other state. And our physicians are
disproportionately specialized.

This large and specialized supply of physicians is part of an explanation for high
hospital costs and other heath costs in Massachusetts that combines multiple
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factors over several decades. In the 1950s and 1960s, Massachusetts
physicians’ fees were held down by Blue Shield, which commanded the private
insurance market and contractually required participating physicians to accept
Blue Shield payments as payment in full. No balance billing of patients was
permitted. Blue Shield’s dominance as a payer in Massachusetts meant that
almost all physicians signed contracts with it, accepting the ban on balance
billing and, thus, reduced incomes.

Massachusetts already had a large supply of MDs—and therefore, in a sense,
had a relative shortage of patients. It was easy for an MD to do more for each
patient, to fit in more frequent appointments for patients, or perform more surgery
than they might have done elsewhere. And with many Massachusetts physicians
having practiced in or trained in major teaching hospitals, they had already
learned a relatively intensive and elaborate style of medical practice.

A state with fewer residents per physician and with low fees is a state in which
physicians would logically give more services per patient in order to fill their time
and earn incomes they considered reasonable. In this way, clinical services here
may have evolved toward a more elaborate and expensive pattern of clinical
care. Doctors’ average incomes remain below the national average, we have
calculated, but costs of care given or ordered by doctors is very high. ***

Third, despite the high ratios of physicians to population in Massachusetts, the
state relies very heavily on hospital outpatient departments as sites of relatively
costly non-emergency physician visits.

These factors are long-standing and do more to explain durably high hospital
costs per person here than they do to explain the recent increase in costs.

Efforts to slow cost increases while delivering needed and effective care to all
patients will require increases in the number of primary physicians and other
primary caregivers in Massachusetts. This, in turn, will almost require raising
incomes of primary care physicians toward a market-clearing price that attracts
the number of doctors needed. The money to finance these increases in number
of primary care doctors and payment per doctor will require a front-end
investment, one that would be re-paid from savings won by improving access to
primary care physicians, and by cutting both paperwork waste and clinical waste.
Clinical savings could be won through better coordination of care, greater
reliance on physical examinations and patient histories to diagnose problems,
and reduced reliance on costly imaging studies and the like.

More generally, as we wrote several years ago:

The Massachusetts Medical Society has long asserted that [doctors’] incomes
are below the national average while their costs of living are higher. We believe
that both of these things are true. The evidence on the income side is certainly
unambiguous, and we believe that the evidence on the cost side is credible.
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We fear, though, that it will be impossible for Massachusetts physicians to
improve their lot by seeking still higher fees, in the absence of substantial
reforms. That is because higher fees will persuade still more physicians trained
in Massachusetts to remain here, and even induce physicians trained elsewhere
to move here in greater numbers.

When that happens, either doctors’ market positions will weaken further, driving
incomes back down to today’s levels, or public outcry against the high costs of
paying more doctors more money to provide still more care will certainly
galvanize cost controls. The only uncertainty is whether those cost controls will
be carefully thought out or will be result from the customary policy-by-spasm.

We suggest that Massachusetts physicians’ incomes can only be raised toward
national levels in two complementary ways—cutting doctors’ practice expenses
and negotiating a comprehensive peace treaty between physicians and all who
receive care or pay for it. 162

b. The fall and subsequent rise of the Massachusetts excess could be
broadly explained along these lines:

In the early years examined, 1960 to 1975, hospital costs per person were
typically some 47 to 52 percent above the national average.

A number of pressures during the economic oil shock and stagflation years of
the 1970s led hospitals to hold down their growth in expenses. These
pressures included widespread worry about hospital and health costs in
Massachusetts beginning in the early 1970s, early state legislation capping
hospital charges in the 1970s, persisting demands from large employers that
hospitals restrain prices, certificate of need and health planning efforts, and
the Massachusetts all payer hospital rate setting policies which were modeled
crudely on the Maryland method in the early and mid-1980s.

In the years since 1960, one-half of Massachusetts hospitals have been
closed, often with the acquiescence or encouragement of other hospitals,
payers, and even government. The observed pattern of closings may have
sometimes won occasional savings but, if so, these were clearly short-lived.
Over time, more and more care has been shifted gradually into surviving
hospitals that are often more costly than those that closed. Many surviving
hospitals merged. It would be a mistake to try to save money by continuing to
throw financially weaker hospitals out of the lifeboat.

Gradually, many survivors asserted their claims that they needed to spend
more money to deliver first-class care, and that this required higher revenues.
One cluster of hospitals, Partners, acquired so much market and political
power that it won high prices from Blue Cross, and then other payers. At the
same time, managed care generally relaxed its financial incentives and
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regulatory restrictions to contain costs. The Massachusetts excess soared
again.

e This happened, in part, because employers’ pressure to contain costs
weakened, for a number of reasons. Consider the manufacturing sector,
source of much of the original pressure—perhaps partly because
manufacturers were relatively likely to offer good benefits to somewhat older
workers, raising premiums, and partly because manufacturers located in
Massachusetts needed to compete against firms doing businesses in areas
with lower health costs.

Manufacturing employment in the state plummeted. Some locally-owned
firms were sold to large national or international businesses. Some, such as
Digital Equipment Corporation, essentially disappeared. Statewide,
manufacturing employment fell from 466,000 in 1990 to 267,000 in 2009, a
drop of almost 200,000 jobs, 43 percent of the 1990 total. Manufacturing jobs
fell from 16 percent to 8 percent of statewide non-farm total employment.
That's a drop from roughly one in six jobs to one in twelve. *** And some
business groups opened membership to hospitals and health insurers as
major employers. *** This has tended to neutralize business groups’ pressure
to hold down hospital costs.

This view, while incomplete, is probably substantially accurate.

The relaxation of political, financial, and managed care pressures to squeeze out
some of the Massachusetts excess appears to have resulted in more extensive
and intensive use of hospital services. Admissions and non-emergency
outpatient visits rose again. Surgery rates and non-labor costs remained high.
Staffing levels rose faster than use rates, probably suggesting an increase in
intensity of care.

Given the absence of dramatic smoking guns to explain excess costs in
Massachusetts and their recent rise, and given failure of most types of cost
controls over the years—both those relying on market competition and those
relying on government regulation, and both in Massachusetts and nationally—it
will be useful to develop new types of cost control. Several complementary
methods are worth considering.

(5) Cost control can’t proceed in a vacuum; it requires reforms in paying
and configuring hospitals’ and doctors’ care—reforms that win hospitals’
and doctors’ political support

As described below, this state needs cost controls that (1) have concrete and

immediate benefits; (2) buffer hospitals from harm, for example preserving their
revenue flow by insuring the uninsured; (3) accompany commitments to pay all
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needed, efficient hospitals enough; (4) accompany plans to identify all needed
hospitals and ERs; (5) fairly measure cost; (6) accompany measures to reduce
avoidable clinical and financial burdens on hospitals.

Some people say that the way to tell whether cost controls are really working is
to squeeze hospitals, doctors, nursing homes, and drug makers until they scream
with pain.

We urge that this is dangerously wrong-headed for at least two reasons.

e Complaints from caregivers might be one way to gauge tightness of cost
control efforts. But they are not very sensitive gauges because caregivers
sometimes complain even when cost controls are not working.

e Just as bad, some hospital administrators and trustees don’t complain very
loudly even when they are being hurt badly. (Hospital administrators who
stay silent as their hospital slides toward closing may be embarrassed that
they “can’t compete,” or worried about scaring away potential patients, staff,
or suppliers.)

More important, we firmly believe that cost controls must and can be shaped to
protect all needed caregivers and thereby to win at least their political
acquiescence and at most their political support.

Hospital cost controls should rest on a wide consensus that they are necessary.
Controls should be designed to reflect and reinforce that consensus.

First, cost controls will enjoy much greater political support if their benefits are
concrete and immediate. One such linkage would pledge savings from cost
control to retain or increase subsidies for more affordable coverage for previously
uninsured people and improved coverage for under-insured people. The savings
are then returned to caregivers as they serve newly-covered patients.

Second, cost controls will face much lower political opposition if hospitals are
buffered from harm. One of the best ways to do this is to use a substantial share
of the savings to finance care for growing numbers of newly-insured patients.

Third, this reassurance should be bolstered by unbreakable commitments, from
all payers together, to pay all needed hospitals enough money to finance the
costs of effective care that's provided efficiently.

Fourth, such commitments should begin by identifying all needed hospitals and
emergency rooms, a job that only one state (Maryland) now regularly undertakes.
With one-half of Massachusetts hospitals lost—along with their emergency
rooms, with bed-to-population ratios here below the national average, and with
sporadic and even persistent bed shortfalls already occurring here,*®® the burden
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of proof that further closings are both safe and money-saving must be on those
who would advocate or tolerate additional closings. *°°

Such identification of needed hospitals is a function that can be accomplished
only through careful needs assessment and planning. It should be done with an
eye toward:

a. satisfying total need for inpatient and outpatient capacity, both routine and
emergency, and both today and tomorrow—uwith analysis of specific
services (e.g. pediatrics, intensive care, and psychiatry), and not merely
total beds

b. minimizing travel times by retaining the right care in the right places;

C. assuring economic, geographic, racial, and ethnic equity by retaining
needed care in fair proportion to the residential locations of patients who
rely more heavily on hospitals and who are more vulnerable to deprivation
of needed care;

d. promoting efficiency (and also lowering patients' and ambulances’ travel
times) by slowing or reversing the drift to delivering greater share of
hospital care in costlier teaching hospitals; and

e. helping to retain and restore needed primary and specialty care physician
services in reasonable proximity to the places where patients live and
work.

Fifth, again, such commitments should continue by ensuring that each needed
hospital is guaranteed enough money to cover the cost of efficient delivery of
high-quality care. This requires fair measures of that cost.

All-payer rate setting is probably the best and most available vehicle to
accomplish these things. Itis a mechanism that is compatible with a variety of
methods of both raising money to finance health care and of covering uninsured
people. Maryland has shown that all-payer rate setting can be designed,
sustained, and administered with reasonable adequacy, fairness, and political
support over decades of changing circumstances.

Enough money includes dollars to finance inpatient, outpatient, and emergency
care in the hospital. It could also include dollars to retain or recruit primary care
and specialists to deliver office-based physician services in the region
surrounding the hospital.

All payers would pay each hospital essentially the same price, reinforcing payers’
collective accountability to the hospital, and eliminating wasteful, distracting, and
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ineffective cost-shifting among payers. Hospitals would not face any pressure to
discriminate among patients by their payer status. Clinical need would trump
financial expediency.

All patients’ care would be equally profitable; there would be no cost-shifting
among patients by diagnosis, and therefore no financial incentive for hospitals to
prefer some diagnoses over others. Again, clinical need would trump financial
expediency.

Sixth, it is essential to reduce avoidable clinical and financial burdens on
hospitals. This entails greater reliance on genuine primary care, a subject that
has long been discussed, but about which very little has actually been done.
Better primary care, provided by well-trained, smart, kind, experienced, and self-
confident physicians, would reduce need for ER visits, costly imaging studies, lab
testing, specialist consultations, and hospitalizations.

This is especially important in Massachusetts, where, for reasons noted above, it
is likely that physicians have evolved toward relatively elaborate and expensive
patterns of clinical practice.

Massachusetts suffers a shortage of primary care physicians. Physicians may
rely excessively on diagnostic imaging studies, laboratory tests, specialist
consultations, and referrals to the ER. This excess will be hard to address in
isolation. So will the relatively elaborate and expensive practice patterns of
Massachusetts physicians generally.

We have therefore urged negotiation of a dramatic peace treaty with physicians,
one that gives them thoroughgoing relief from fear of being sued and also from
payment-related paperwork. This peace treaty should very substantially boost
primary care physicians’ before-tax income without lowering specialists’ before-
tax incomes. These three things will help to change doctors’ view of health
reform, cost control, and their role in both.

In exchange, physicians would take on the jobs of serving all residents of the
Commonwealth, and of managing risk-adjusted capitated budgets by weeding
out care of no or very low clinical value. **’

Some will complain that cost controls that require such comprehensive reforms in
the organization and delivery of hospitals’ and physicians’ services attempt
everything and must result in nothing. We reply that past incremental efforts to
contain costs and formula-driven substitutes for political consensus have failed
badly. We harken back to the consensus-grounded successes in squeezing the
Massachusetts hospital cost excess from the mid-1970s to the mid-1990s, and to
the successes in building a consensus in support of the 2006 Chapter 58
Massachusetts health reform law as examples of what might work. We had long
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hoped that movement in this direction could precede—not follow—a steadily
weakening economy and growing financial shortfalls in Massachusetts health
care.

Further, once something approaching a genuine political consensus on the
central importance of again reducing the state’s hospital cost excess is won, it
will be possible to design and implement individual components of that reduction
separately.

(6) Design principles for cost containment

a. Cost controls should be safe for patients and should absolutely not impose
adverse and disproportionate impacts on patients who are already vulnerable to
denial of needed care. This is vital in itself. It is also likely to reduce backlash
against cost control.

b. Efforts to shrink the Massachusetts hospital cost excess are more likely to
succeed if they target important causes of that excess, not problems that make
for high hospital costs across the nation.

e Addressing high reliance on costly teaching hospitals is one obvious factor. It
will be helpful to identify which hospital capacity is needed—how much, and
in which locations. It will be essential to sustain high-quality, lower-cost
hospitals and restrict growth of higher-cost hospitals.

e Working from upstream to reduce the downstream flow of non-emergency
patients to hospitals is a second obvious factor. Ask physicians to do more to
diagnose and treat patients without such heavily reliance on in-hospital
services. This would require initiating quick, serious, and sustained action to
rebuild the state’s primary care capacity.

c. Retail, patient-by-patient cost controls will be superior to most wholesale cost
controls because waste in health care is widely diffused. Costs should be
contained one laboratory test, one imaging study, one prescription, one surgery,
and one specialist consultation at a time. Doing this requires putting the health
care dollar into the hands of physicians under arrangements that allow us to trust
them to spend the money carefully. Negotiating a clinical, legal, political, and
financial peace treaty with Massachusetts physicians will help to liberate them
(and ourselves) from the pattern of elaborate and costly clinical practices that
developed and has persisted here in the years since the Second World War.

The first step should be making stronger efforts to capitate organized and

responsible physician groups. This will probably begin with groups of primary
care physicians. The primary care physicians would develop links to specialists
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and the groups would shoulder their shares of the burden of financing each
needed hospital’s flexible budget.

By contrast, cost controls that address only nation-wide causes of high hospital
costs are not likely to solve the problem of excess hospital costs in
Massachusetts. Such cost controls include:

e better management to find ways to more efficiently provide the services now
being given;

e aggregating the unit of payment to hospitals (such as greater bundling of
hospital revenues);

e electronic health records;

e payment of hospitals for improved clinical performance; and

e tighter regulation of hospitals’ requests for capital (buildings and equipment),
in hopes that constraining capacity will constrain use

Some of these measures may be useful here and nationally, to address cost or
guality, and others are greatly oversold, but none would affect the cost excess in
Massachusetts hospitals—an excess that burdens all who pay for care here.
Worse, by themselves, they resemble the sorts of mechanical formulas and
financial or regulatory gimmicks that have already failed in past years and
decades.
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APPENDIX TABLES

The appendix tables that follow compare Massachusetts and U.S. hospitals on
various characteristics. In most tables, the first two columns of data are from
American Hospital Association annual Guide Issue of J.A.H.A Hospitals for
earlier years and Hospital Statistics for later years.

Other columns were calculated from those figures and from U.S. Census Bureau
population estimates. In six tables, as noted, all data were calculated from data
in other tables here. The AHA reports on all non-federal, short-term general and
other special hospitals (obstetric, eye, children’s, and other facilities).

All years reported are hospital fiscal years, 1 October to 30 September. So, for
example, hospital fiscal year 2006 ran from 1 October 2005 to 30 September
2006. The great majority of hospitals are on 1 October fiscal years, but a small
number report 1 July fiscal years. Unless otherwise noted, each year mentioned
in the text is a hospital fiscal year.
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a. Hospital Beds

Appendix Table 1

Hospital Beds Per 1,000 Mass/1,000 | Percent change
people as % of from previous
As reported by AHA USA./1,000 year listed

USA Mass USA | Mass USA Mass.
1960 639,057 21,405 3.6 4.2 116.7%
1965 741,292 23,359 3.8 4.3 110.7% 7.9% 2.4%
1970 848,232 26,137 4.1 4.6 112.3% 5.7% 7.2%
1975 941,844 26,416 4.3 4.6 106.6% 5.7% 0.4%
1980 988,387 25,521 4.3 4.5 103.8% 0.3% -2.3%
1981 | 1,003,435 25,635 4.3 4.5 103.3% 0.5% -0.1%
1982 | 1,012,191 25,807 4.3 4.5 103.9% -0.1% 0.4%
1983 | 1,018,482 25,920 4.3 4.5 104.2% -0.3% 0.0%
1984 | 1,017,057 26,053 4.3 4.5 105.0% -1.1% -0.3%
1985 | 1,000,678 25,892 4.2 4.4 106.2% -2.5% -1.4%
1986 978,375 24,836 4.0 4.2 104.6% -3.2% -4.6%
1987 958,312 23,729 3.9 4.0 102.4% -3.0% -5.0%
1988 946,697 23,224 3.8 3.9 101.5% -2.1% -2.9%
1989 933,318 22,217 3.7 3.7 98.8% -2.4% -5.0%
1990 927,360 21,875 3.7 3.6 97.5% -0.1% -1.4%
1991 924,049 21,649 3.7 3.6 98.2% -1.4% -0.8%
1992 920,943 21,725 3.6 3.6 100.1% -1.4% 0.5%
1993 918,786 21,142 3.6 3.5 98.2% -1.5% -3.4%
1994 902,061 19,918 3.5 3.3 94.7% -3.1% -6.5%
1995 872,736 18,860 3.3 3.1 93.2% -4.5% -6.0%
1996 862,352 17,990 3.2 2.9 90.5% -2.4% -5.3%
1997 853,287 17,431 3.1 2.8 89.1% -2.3% -3.8%
1998 839,988 16,493 3.1 2.6 86.1% -2.8% -6.1%
1999 829,575 16,309 3.0 2.6 86.7% -2.5% -1.8%
2000 823,560 16,586 2.9 2.6 89.3% -2.0% 1.0%
2001 825,966 16,504 2.9 2.6 88.8% -0.7% -1.2%
2002 820,653 16,033 2.9 2.5 87.2% -1.6% -3.4%
2003 813,307 16,001 2.8 25 88.4% -1.8% -0.3%
2004 808,127 16,215 2.8 25 91.1% -1.5% 1.4%
2005 802,311 16,213 2.7 25 92.6% -1.6% 0.0%
2006 802,658 16,344 2.7 2.5 94.1% -0.9% 0.7%
2007 800,892 16,496 2.7 2.6 95.8% -1.2% 0.6%

Note: Owing to rounding errors, some data may seem incongruous.

136



b. Inpatient Care

Hospital admissions

Appendix Table 2

Per 1,000 people | Mass/1,000 Percent change from
As reported by AHA as % of previous year listed
USA/1,000

USA Mass | U.S.A. Mass. USA Mass.
1960 | 22,970,146 | 708,631 128.1 137.6 107.4%
1965 | 26,462,878 | 790,113 137.2 144.0 104.9% 7.1% 4.6%
1970 | 29,251,655 | 851,172 140.1 148.6 106.0% 2.1% 3.2%
1975 | 33,434,659 | 895,636 152.5 155.3 101.8% 8.9% 4.5%
1980 | 36,143,445 | 867,975 157.6 152.2 96.6% 3.3% -2.0%
1981 | 36,438,232 | 866,802 157.2 151.2 96.2% | -0.2% -0.7%
1982 | 36,379,446 | 872,792 155.4 151.9 97.7% -1.2% 0.5%
1983 | 36,151,780 | 876,278 153.0 151.8 99.2% | -1.6% -0.1%
1984 | 35,155,462 | 862,486 147.4 148.2 100.6% | -3.6% -2.3%
1985 | 33,448,631 | 823,968 138.9 140.5 101.1% | -5.7% -5.2%
1986 | 32,378,796 | 813,565 133.2 137.9 103.5% | -4.1% -1.8%
1987 | 31,600,817 | 792,706 128.8 133.6 103.7% | -3.3% -3.2%
1988 | 31,452,835 | 792,723 127.0 1325 104.3% | -1.4% -0.8%
1989 | 31,116,048 | 800,379 124.4 132.8 106.7% | -2.0% 0.2%
1990 | 31,181,046 | 810,991 125.3 134.8 107.6% 0.7% 1.5%
1991 | 31,064,283 | 821,135 123.5 136.8 110.8% | -1.4% 1.5%
1992 | 31,033,557 | 835,982 122.0 1395 114.3% | -1.2% 1.9%
1993 | 30,748,051 | 817,255 1194 135.4 113.4% | -2.2% -2.9%
1994 | 30,718,136 | 781,542 117.8 128.5 109.1% | -1.4% -5.1%
1995 | 30,945,357 | 750,807 1171 122.6 104.6% | -0.5% -4.6%
1996 | 31,098,959 | 729,703 116.2 118.3 101.7% | -0.8% -3.5%
1997 | 31,576,960 | 764,322 116.6 123.0 105.5% 0.3% 4.0%
1998 | 31,811,673 | 738,018 115.9 117.9 101.7% | -0.5% -4.1%
1999 | 32,359,042 | 739,375 116.5 117.3 100.7% 0.4% -0.5%
2000 | 33,089,467 | 740,286 117.6 116.6 99.2% 1.0% -0.6%
2001 | 33,813,589 | 766,708 118.6 119.9 101.1% 0.9% 2.8%
2002 | 34,478,280 | 765,820 119.7 119.1 99.5% 0.9% -0.7%
2003 | 34,782,742 | 784,618 115.7 121.4 104.9% -3.3% 2.0%
2004 | 35,086,061 | 801,137 116.7 124.0 106.2% 0.9% 2.1%
2005 | 35,238,673 | 799,653 117.2 123.8 105.5% 0.4% -0.2%
2006 | 35,377,659 | 834,895 117.7 129.2 109.8% 0.4% 4.4%
2007 | 35,345,986 | 842,417 117.6 130.4 110.9% | -0.1% 0.9%
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Inpatient days

Appendix Table 3

Per 1,000 Mass/1,000 | Percent change from
As reported by AHA people as % of previous year listed
USA/1,000

USA Mass | U.S.A. | Mass USA Mass.
1960 | 174,573,110 | 5,952,500 974 | 1,156 118.8%
1965 | 206,410,448 | 6,636,949 1,070 | 1,209 113.0% 9.9% 4.6%
1970 | 239,863,571 | 7,490,314 1,149 | 1,307 113.8% 7.4% 8.1%
1975 | 257,593,729 | 7,609,433 1,175 | 1,320 112.3% 2.3% 0.9%
1980 | 273,085,130 | 7,649,308 1,191 | 1,341 112.6% 1.3% 1.7%
1981 | 278,405,882 | 7,702,742 1,201 | 1,344 111.8% 0.9% 0.2%
1982 | 278,043,093 | 7,792,666 1,188 | 1,356 114.2% -1.1% 0.9%
1983 | 273,196,906 | 7,607,605 1,156 | 1,317 114.0% -2.7% -2.8%
1984 | 256,603,081 | 7,398,161 1,076 | 1,271 118.2% -6.9% -3.5%
1985 | 236,619,446 | 6,960,658 983 | 1,187 120.7% -8.6% -6.7%
1986 | 229,447,826 | 6,225,482 944 | 1,055 111.8% -4.0% -11.1%
1987 | 227,014,903 | 6,098,382 925 | 1,028 111.1% -2.0% -2.6%
1988 | 226,875,042 | 6,221,528 916 | 1,040 113.5% -1.0% 1.2%
1989 | 225,436,505 | 6,122,727 901 | 1,016 112.7% -1.6% -2.3%
1990 | 225,971,653 | 5,921,378 908 984 108.4% 0.8% -3.1%
1991 | 222,858,470 | 5,771,582 886 962 108.5% -2.4% -2.3%
1992 | 221,047,104 | 5,769,990 869 963 110.7% -1.9% 0.1%
1993 | 215,888,741 | 5,502,284 838 911 108.7% -3.6% -5.3%
1994 | 207,180,278 | 4,961,224 794 816 102.7% -5.2% -10.5%
1995 | 199,876,367 | 4,754,666 757 776 102.6% -4.7% -4.8%
1996 | 193,747,004 | 4,427,909 724 718 99.1% -4.3% -7.5%
1997 | 192,504,015 | 4,283,021 711 689 97.0% -1.9% -4.0%
1998 | 191,430,450 | 4,186,012 698 669 95.9% -1.8% -3.0%
1999 | 191,824,270 | 4,210,454 690 668 96.8% -1.1% -0.1%
2000 | 192,420,368 | 4,289,840 684 676 98.8% -1.0% 1.2%
2001 | 194,106,316 | 4,382,048 683 685 100.4% -0.2% 1.4%
2002 | 196,690,099 | 4,348,099 685 676 98.6% 0.4% -1.4%
2003 | 196,649,769 | 4,372,515 679 679 100.0% -0.9% 0.4%
2004 | 197,564,172 | 4,428,800 676 688 101.7% -0.4% 1.3%
2005 | 197,073,770 | 4,386,690 668 682 102.0% -1.2% -0.9%
2006 | 196,366,512 | 4,432,313 660 688 104.3% -1.3% 0.9%
2007 | 194,549,348 | 4,391,528 647 680 105.0% -1.9% -1.2%
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Occupancy rate

Appendix Table 4

Calculated from data

Mass as % of

Percent change from previous year

reported by AHA USA listed

USA Mass. USA Mass.
1960 74.7 75.8 101.5%
1965 76.0 78.3 103.0% 1.7% 3.3%
1970 78.0 79.7 102.2% 2.6% 1.8%
1975 75.0 78.9 105.2% -3.8% -1.0%
1980 75.6 81.9 108.3% 0.8% 3.8%
1981 76.0 82.4 108.4% 0.5% 0.6%
1982 75.3 82.8 110.0% -0.9% 0.5%
1983 73.5 80.4 109.4% -2.4% -2.9%
1984 69.0 77.6 112.5% -6.1% -3.5%
1985 64.8 73.7 113.7% -6.1% -5.0%
1986 64.3 68.7 106.8% -0.8% -6.8%
1987 64.9 70.4 108.5% 0.9% 2.5%
1988 65.5 73.2 111.8% 0.9% 4.0%
1989 66.2 75.5 114.0% 1.1% 3.1%
1990 66.8 74.2 111.1% 0.9% -1.7%
1991 66.1 73.1 110.6% -1.0% -1.5%
1992 65.6 72.6 110.7% -0.8% -0.7%
1993 64.4 71.3 110.7% -1.8% -1.8%
1994 62.9 68.3 108.6% -2.3% -4.2%
1995 62.8 69.1 109.9% -0.1% 1.1%
1996 61.6 67.4 109.6% -2.0% -2.4%
1997 61.8 67.3 108.9% 0.4% -0.2%
1998 62.4 69.5 111.4% 1.0% 3.3%
1999 63.4 70.7 111.6% 1.5% 1.7%
2000 64.0 70.9 110.7% 1.0% 0.2%
2001 64.4 72.7 113.0% 0.6% 2.7%
2002 65.7 74.3 113.2% 2.0% 2.1%
2003 66.2 74.9 113.0% 0.9% 0.8%
2004 67.0 74.8 111.7% 1.1% 0.0%
2005 67.3 74.1 110.2% 0.5% -0.9%
2006 67.0 74.3 110.8% -0.4% 0.2%
2007 66.6 72.9 109.6% -0.7% -1.8%
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Average length-of-stay (days)

Appendix Table 5

Mass as % of

Percent change from previous year

As reported by AHA USA listed

USA Mass. USA Mass.
1960 7.6 8.4 110.5%
1965 7.8 8.4 107.7% 2.6% 0.0%
1970 8.2 8.8 107.3% 5.1% 4.8%
1975 7.7 8.5 110.4% -6.1% -3.4%
1980 7.6 8.8 115.8% -1.3% 3.5%
1981 7.6 8.9 117.1% 0.0% 1.1%
1982 7.6 8.9 117.1% 0.0% 0.0%
1983 7.6 8.7 114.5% 0.0% -2.2%
1984 7.3 8.6 117.8% -3.9% -1.1%
1985 7.1 8.4 118.3% -2.7% -2.3%
1986 7.1 7.7 108.5% 0.0% -8.3%
1987 7.2 7.7 106.9% 1.4% 0.0%
1988 7.2 7.8 108.3% 0.0% 1.3%
1989 7.2 7.6 105.6% 0.0% -2.6%
1990 7.2 7.3 101.4% 0.0% -3.9%
1991 7.2 7.0 97.2% 0.0% -4.1%
1992 7.1 6.9 97.2% -1.4% -1.4%
1993 7.0 6.7 95.7% -1.4% -2.9%
1994 6.7 6.3 94.0% -4.3% -6.0%
1995 6.5 6.3 96.9% -3.0% 0.0%
1996 6.2 6.1 98.4% -4.6% -3.2%
1997 6.1 5.6 91.8% -1.6% -8.2%
1998 6.0 57 95.0% -1.6% 1.8%
1999 5.9 57 96.6% -1.7% 0.0%
2000 5.8 5.8 100.0% -1.7% 1.8%
2001 5.8 5.8 100.0% 0.0% 0.0%
2002 57 5.7 100.0% -1.7% -1.7%
2003 57 5.6 98.2% 0.0% -1.8%
2004 5.6 55 98.2% -1.8% -1.8%
2005 5.6 55 98.2% 0.0% 0.0%
2006 5.6 5.3 94.6% 0.0% -3.6%
2007 55 5.2 94.5% -1.8% -1.9%
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c. Surgical operations

Appendix Table 6

Per 1,000 Mass/1,000 as % Percent change from
As reported by AHA people of USA/1,000 previous year listed

USA Mass U.S.A. Mass. USA Mass.
1975 | 16,663,846 485,616 76.0 84.2 110.8%
1980 | 18,767,666 535,889 81.8 94.0 114.8% 7.7% 11.6%
1981 | 19,236,206 544,249 83.0 94.9 114.4% 1.4% 1.0%
1982 | 19,593,639 546,422 83.7 95.1 113.6% 0.8% 0.2%
1983 | 19,844,908 557,252 84.0 96.5 114.9% 0.3% 1.5%
1984 | 19,908,241 571,298 83.5 98.2 117.6% -0.6% 1.7%
1985 | 20,113,350 583,119 83.6 99.4 119.0% 0.1% 1.3%
1986 | 20,469,134 595,900 84.2 101.0 119.9% 0.8% 1.6%
1987 | 20,817,629 569,496 84.9 96.0 113.1% 0.8% -5.0%
1988 | 21,411,138 578,661 86.5 96.7 111.9% 1.9% 0.8%
1989 | 21,340,280 607,445 85.3 100.8 118.1% -1.3% 4.2%
1990 | 21,914,868 614,734 88.1 102.2 116.0% 3.2% 1.4%
1991 | 22,405,051 640,598 89.1 106.7 119.8% 1.1% 4.4%
1992 | 22,859,972 668,838 89.9 111.6 124.1% 0.9% 4.5%
1993 | 22,805,995 643,255 88.5 106.5 120.3% -1.5% -4.5%
1994 | 22,988,776 626,757 88.1 103.1 116.9% -0.5% -3.3%
1995 | 23,162,917 632,884 87.7 103.3 117.8% -0.5% 0.3%
1996 | 23,569,263 603,588 88.1 97.8 111.0% 0.5% -5.3%
1997 | 24,187,371 601,436 89.3 96.8 108.4% 1.3% -1.1%
1998 | 25,329,319 643,088 92.3 102.8 111.3% 3.4% 6.2%
1999 | 25,385,085 654,967 91.4 103.9 113.7% -1.0% 1.1%
2000 | 26,112,710 676,193 94.0 107.3 114.2% 2.9% 3.2%
2001 | 26,464,309 680,456 93.1 106.4 114.3% -1.0% -0.8%
2002 | 27,466,186 691,220 95.7 107.4 112.3% 2.8% 1.0%
2003 | 27,106,538 696,404 93.6 108.1 115.5% -2.2% 0.6%
2004 | 27,401,836 752,668 93.8 116.9 124.7% 0.2% 8.1%
2005 | 27,542,858 729,347 93.4 113.3 121.3% -0.4% -3.0%
2006 | 27,330,824 716,754 91.8 111.3 121.2% -1.7% -1.8%
2007 | 27,335,964 691,545 91.0 107.0 117.7% -0.9% -3.8%
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d. Use of outpatient care

Emergency room visits

Appendix Table 7

Emergency room visits Per 1,000 people Mass/1,000 Percent change from
as % of previous year listed
As reported by AHA USA/1,000

USA Mass | U.S.A. Mass. USA Mass.
1975 68,936,557 2,609,387 315 452 143.9%
1980 77,245,450 3,070,817 337 538 159.8% 7.1% 19.0%
1981 77,492,569 2,947,717 334 514 153.8% -0.7% -4.5%
1982 75,981,004 2,859,047 325 497 153.3% -2.9% -3.2%
1983 72,721,575 2,902,123 308 503 163.3% -5.2% 1.0%
1984 72,980,188 2,744,533 306 472 154.1% -0.6% -6.2%
1985 74,546,904 2,656,732 310 453 146.3% 1.2% -4.0%
1986 76,601,412 2,795,948 315 474 150.4% 1.8% 4.7%
1987 78,287,282 2,766,215 319 466 146.1% 1.2% -1.7%
1988 81,259,787 2,801,175 328 468 142.7% 2.8% 0.4%
1989 84,305,300 2,819,339 337 468 138.8% 2.7% -0.1%
1990 86,692,503 2,764,029 348 459 131.9% 3.4% -1.8%
1991 88,533,073 2,809,570 352 468 133.0% 1.0% 1.9%
1992 90,768,575 2,897,305 357 483 135.4% 1.4% 3.2%
1993 92,554,898 2,752,814 359 456 126.9% 0.7% -5.7%
1994 90,497,301 2,729,238 347 449 129.3% -3.5% -1.6%
1995 94,745,938 2,717,648 359 444 123.7% 3.4% -1.1%
1996 93,111,592 2,581,076 348 418 120.2% -3.0% -5.7%
1997 92,819,892 2,559,125 343 412 120.2% -1.6% -1.6%
1998 94,771,405 2,473,668 345 395 114.4% 0.8% -4.0%
1999 99,484,462 2,726,113 358 432 120.8% 3.7% 9.4%
2000 | 103,144,030 2,715,812 371 431 116.1% 3.7% -0.4%
2001 105,957,778 2,717,815 373 425 114.0% 0.4% -1.4%
2002 109,951,738 2,882,602 383 448 117.0% 2.8% 5.4%
2003 111,069,871 2,929,681 384 455 118.6% 0.1% 1.5%
2004 | 112,603,969 2,874,936 385 447 115.9% 0.5% -1.8%
2005 114,750,874 2,866,187 389 445 114.5% 1.0% -0.3%
2006 118,374,029 3,139,255 398 487 122.6% 2.2% 9.4%
2007 120,811,299 3,187,172 402 493 122.7% 1.1% 1.2%
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Other (non-emergency) outpatient visits

Appendix Table 8

Per 1,000 people

Mass/1,000 as

Percent change from

As reported by AHA % of previous year listed
USA/1,000

USA Mass U.S.A. Mass. USA Mass.
1975 121,735,880 4,555,474 555 790 142.2%
1980 125,064,519 5,321,974 545 933 171.1% -1.8% 18.1%
1981 125,275,079 5,747,998 541 1,003 185.5% -0.9% 7.4%
1982 131,298,761 5,575,777 561 970 173.0% 3.8% -3.2%
1983 137,322,442 5,403,555 581 936 161.1% 3.6% -3.6%
1984 138,981,124 5,616,767 583 965 165.7% 0.3% 3.1%
1985 144,169,498 5,644,201 599 962 160.7% 2.8% -0.3%
1986 155,310,537 5,830,465 639 988 154.7% 6.7% 2.7%
1987 167,236,629 6,207,402 682 1,046 153.4% 6.7% 5.8%
1988 187,869,535 6,634,633 759 1,109 146.2% 11.3% 6.0%
1989 201,406,285 7,321,619 805 1,215 150.8% 6.2% 9.5%
1990 214,636,259 7,136,865 863 1,186 137.5% 7.1% -2.3%
1991 233,514,802 7,838,040 929 1,306 140.6% 7.6% 10.1%
1992 257,753,077 9,744,797 1,014 1,626 160.4% 9.2% 24.5%
1993 274,330,048 9,601,429 1,065 1,590 149.3% 5.1% -2.2%
1994 292,426,265 9,687,062 1,121 1,593 142.1% 5.3% 0.2%
1995 319,598,899 | 10,759,652 1,210 1,757 145.2% 7.9% 10.3%
1996 346,751,515 | 11,150,663 1,296 1,807 139.4% 7.1% 2.9%
1997 357,320,118 | 11,065,537 1,319 1,781 135.0% 1.8% -1.5%
1998 379,422,063 | 12,952,045 1,383 2,070 149.7% 4.8% 16.2%
1999 395,861,824 | 12,982,756 1,425 2,060 144.6% 3.0% -0.5%
2000 418,260,946 | 13,994,541 1,505 2,220 147.5% 5.7% 7.8%
2001 432,552,600 | 16,060,322 1,521 2,511 165.1% 1.1% 13.1%
2002 446,452,474 | 16,141,885 1,555 2,509 161.3% 2.2% -0.1%
2003 452,116,175 | 16,703,465 1,561 2,593 166.1% 0.4% 3.4%
2004 458,965,365 | 16,161,749 1,571 2,510 159.8% 0.6% -3.2%
2005 469,677,862 | 15,998,978 1,593 2,486 156.1% 1.4% -1.0%
2006 481,178,996 | 16,404,673 1,617 2,547 157.6% 1.5% 2.4%
2007 482,489,075 | 16,393,033 1,605 2,537 158.0% -0.7% -0.4%
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Total outpatient visits

Appendix Table 9

As reported by AHA

Per 1,000 people

Mass/1,000 as %
of USA/1,000

Percent change from
previous year listed

Total USA Mass | U.S.A. Mass. USA Mass.
outpati
ent
visits
1975 190,672,437 7,164,861 870 1,242 142.8%
1980 202,309,969 8,392,791 882 1,472 166.8% 1.4% 18.5%
1981 202,767,648 8,695,715 875 1,517 173.3% -0.8% 3.1%
1982 206,405,833 8,500,697 882 1,479 167.8% 0.8% -2.5%
1983 210,044,017 8,305,678 889 1,438 161.8% 0.8% -2.8%
1984 211,961,312 8,361,300 889 1,437 161.7% 0.0% -0.1%
1985 218,716,402 8,300,933 909 1,415 155.8% 2.2% -1.5%
1986 231,911,949 8,626,413 954 1,462 153.3% 5.0% 3.3%
1987 245,523,911 8,973,617 1,001 1,512 151.1% 4.9% 3.4%
1988 269,129,322 9,435,808 1,087 1,577 145.1% 8.6% 4.3%
1989 285,711,585 | 10,140,958 1,142 1,683 147.3% 5.1% 6.7%
1990 301,328,762 9,900,894 1,211 1,646 135.9% 6.0% -2.2%
1991 322,047,875 | 10,647,610 1,281 1,774 138.5% 5.7% 7.8%
1992 348,521,652 | 12,642,102 1,370 2,109 153.9% 7.0% 18.9%
1993 366,884,946 | 12,354,243 1,425 2,046 143.6% 3.9% -3.0%
1994 382,923,566 | 12,416,300 1,468 2,042 139.1% 3.1% -0.2%
1995 414,344,837 | 13,477,300 1,569 2,200 140.3% 6.8% 7.8%
1996 439,863,107 | 13,731,739 1,644 2,226 135.4% 4.8% 1.2%
1997 450,140,010 | 13,624,662 1,661 2,193 132.0% 1.0% -1.5%
1998 474,193,468 | 15,425,713 1,728 2,465 142.6% 4.0% 12.4%
1999 495,346,286 | 15,708,869 1,783 2,492 139.8% 3.1% 1.1%
2000 521,404,976 | 16,710,353 1,876 2,651 141.3% 5.3% 6.4%
2001 538,480,378 | 18,778,137 1,894 2,936 155.0% 0.9% 10.7%
2002 556,404,212 | 19,024,487 1,938 2,957 152.5% 2.3% 0.7%
2003 563,186,046 | 19,633,146 1,945 3,048 156.7% 0.3% 3.1%
2004 571,569,334 | 19,036,685 1,956 2,957 151.2% 0.6% -3.0%
2005 584,428,736 | 18,865,165 1,982 2,932 147.9% 1.3% -0.9%
2006 599,553,025 | 19,543,928 2,014 3,034 150.6% 1.6% 3.5%
2007 603,300,374 | 19,580,205 2,007 3,030 151.0% -0.3% -0.1%
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e. Number of hospital employees

Full-time equivalent physicians and dentists

Appendix Table 10

FTE physicians + dentists

Per 1,000 people

Mass/1,000 as %

Percent change from

employed by hospitals of USA/1,000 previous year listed
As reported by AHA

USA Mass | U.S.A. Mass. USA Mass.
1975 29,234 2,699 0.13 0.47 350.9%
1980 31,524 2,321 0.14 0.41 296.0% 3.1% -13.0%
1981 31,506 2,608 0.14 0.45 334.6% -1.1% 11.8%
1982 27,542 2,826 0.12 0.49 417.9% -13.5% 8.1%
1983 25,947 2,007 0.11 0.35 316.6% -6.7% -29.3%
1984 27,494 2,413 0.12 0.41 359.7% 5.0% 19.3%
1985 27,627 2,509 0.11 0.43 372.7% -0.4% 3.2%
1986 30,000 2,550 0.12 0.43 350.2% 7.6% 1.1%
1987 32,678 2,659 0.13 0.45 336.4% 7.9% 3.6%
1988 33,379 2,981 0.13 0.50 369.7% 1.2% 11.2%
1989 34,359 3,559 0.14 0.59 429.8% 1.9% 18.5%
1990 37,262 3,205 0.15 0.53 355.7% 9.0% -9.8%
1991 37,586 3,079 0.15 0.51 343.2% -0.2% -3.7%
1992 38,556 3,678 0.15 0.61 404.7% 1.4% 19.6%
1993 44,682 4,073 0.17 0.67 388.8% 14.4% 9.9%
1994 52,250 4,122 0.20 0.68 338.4% 15.5% 0.5%
1995 61,785 4,729 0.23 0.77 330.1% 16.8% 13.9%
1996 64,329 5,382 0.24 0.87 362.8% 2.8% 13.0%
1997 71,368 5,521 0.26 0.89 337.3% 9.5% 1.8%
1998 70,074 4,697 0.26 0.75 293.9% -3.0% -15.5%
1999 71,302 5,879 0.26 0.93 363.5% 0.5% 24.3%
2000 70,987 5,577 0.26 0.88 346.3% -0.4% -5.1%
2001 70,153 6,418 0.25 1.00 406.7% -3.4% 13.4%
2002 72,823 6,032 0.25 0.94 369.5% 2.8% -6.6%
2003 71,335 5,031 0.25 0.78 317.0% -2.9% -16.7%
2004 74,148 4,330 0.25 0.67 265.0% 3.0% -13.9%
2005 78,096 4,828 0.26 0.75 283.3% 4.4% 11.6%
2006 82,249 5,028 0.28 0.78 282.5% 4.3% 4.0%
2007 88,681 6,391 0.30 0.99 335.2% 6.8% 26.7%
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Full-time equivalent registered nurses

Appendix Table 11

Per 1,000 people

Mass/1,000 as %

Percent change from

As reported by AHA of USA/1,000 previous year listed
FTE USA Mass | U.S.A. Mass. USA Mass.
RNs
1975 445,934 18,511 2.03 3.21 157.8%
1980 622,052 23,039 2.71 4.04 148.9% 33.3% 25.9%
1981 629,463 22,414 2.72 3.91 143.9% 0.1% -3.2%
1982 671,902 23,991 2.87 4.17 145.4% 5.7% 6.8%
1983 698,162 24,052 2.95 4.17 141.0% 2.9% -0.2%
1984 697,814 23,748 2.93 4.08 139.5% -1.0% -2.0%
1985 709,510 23,535 2.95 4.01 136.1% 0.7% -1.7%
1986 736,266 23,509 3.03 3.99 131.6% 2.8% -0.7%
1987 758,973 23,007 3.09 3.88 125.3% 2.1% -2.7%
1988 770,619 22,956 3.11 3.84 123.3% 0.6% -1.0%
1989 791,537 23,913 3.17 3.97 125.4% 1.7% 3.4%
1990 809,927 23,189 3.26 3.85 118.4% 2.9% -2.9%
1991 840,509 23,784 3.34 3.96 118.6% 2.7% 2.8%
1992 858,909 23,480 3.38 3.92 116.0% 1.1% -1.2%
1993 874,127 23,596 3.39 3.91 115.1% 0.5% -0.2%
1994 890,910 23,597 3.42 3.88 113.6% 0.6% -0.7%
1995 893,735 23,414 3.38 3.82 113.0% -0.9% -1.5%
1996 895,075 23,500 3.35 3.81 113.8% -1.1% -0.4%
1997 901,198 23,600 3.33 3.80 114.2% -0.6% -0.3%
1998 929,657 23,700 3.39 3.79 111.8% 1.9% -0.3%
1999 938,051 23,826 3.38 3.78 112.0% -0.4% -0.2%
2000 957,550 25,656 3.45 4.07 118.1% 2.1% 7.7%
2001 956,577 26,504 3.36 4.14 123.2% -2.4% 1.8%
2002 988,139 24,725 3.44 3.84 111.6% 2.3% -7.3%
2003 1,021,346 25,474 3.53 3.95 112.1% 2.5% 2.9%
2004 1,053,077 26,968 3.60 4.19 116.2% 2.2% 5.9%
2005 1,094,240 27,239 3.71 4.23 114.1% 3.0% 1.1%
2006 1,138,633 28,035 3.83 4.35 113.8% 3.1% 2.8%
2007 1,191,196 31,165 3.96 4.82 121.7% 3.6% 10.8%
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Total personnel

Appendix Table 12

Per 1,000 people

Mass/1,000 as %

Percent change from

As reported by AHA of USA/1,000 previous year listed

USA Mass | U.S.A. Mass. USA Mass.
1960 1,080,255 40,840 6.0 7.9 131.7%
1965 1,386,215 53,779 7.2 9.8 136.3% 19.3% 23.5%
1970 1,928,720 72,329 9.2 12.6 136.6% 28.6% 28.8%
1975 2,391,656 87,522 10.9 15.2 139.1% 18.1% 20.2%
1980 2,873,064 98,535 12.5 17.3 137.9% 14.8% 13.8%
1981 3,033,272 102,612 13.1 17.9 136.7% 4.5% 3.6%
1982 3,103,000 105,352 13.3 18.3 138.3% 1.3% 2.4%
1983 3,095,638 103,039 13.1 17.8 136.2% -1.2% -2.7%
1984 3,016,850 102,104 12.6 17.5 138.7% -3.4% -1.7%
1985 2,997,095 101,096 12.5 17.2 138.4% -1.6% -1.8%
1986 3,024,853 98,407 12.4 16.7 134.0% 0.0% -3.2%
1987 3,113,607 101,794 12.7 17.2 135.2% 2.0% 2.8%
1988 3,205,112 104,739 12.9 17.5 135.3% 2.0% 2.1%
1989 3,303,286 105,217 13.2 17.5 132.2% 2.1% -0.3%
1990 3,419,519 100,945 13.7 16.8 122.1% 4.1% -3.9%
1991 3,535,294 101,993 14.1 17.0 120.9% 2.3% 1.3%
1992 3,619,849 104,960 14.2 17.5 123.0% 1.3% 3.0%
1993 3,676,642 107,813 14.3 17.9 125.1% 0.3% 2.0%
1994 3,692,316 108,396 14.2 17.8 125.9% -0.8% -0.2%
1995 3,713,887 106,363 14.1 17.4 123.5% -0.7% -2.6%
1996 3,724,843 108,104 13.9 17.5 125.9% -1.0% 0.9%
1997 3,789,752 109,845 14.0 17.7 126.4% 0.5% 0.9%
1998 3,831,068 109,576 14.0 17.5 125.4% -0.2% -1.0%
1999 3,837,964 110,218 13.8 17.5 126.6% -1.1% -0.1%
2000 3,911,412 117,852 13.9 18.6 133.6% 0.6% 6.2%
2001 3,980,999 123,538 14.0 19.3 137.9% 0.7% 4.1%
2002 4,069,495 120,088 14.2 18.7 131.7% 1.3% -3.4%
2003 4,108,628 120,396 14.2 18.7 131.7% 0.1% 0.1%
2004 4,147,941 118,052 14.2 18.3 129.2% 0.0% -1.9%
2005 4,256,899 115,362 14.4 17.9 124.2% 1.7% -2.2%
2006 4,343,480 121,450 14.6 18.9 129.2% 1.1% 5.2%
2007 4,465,028 132,559 14.9 20.5 138.1% 1.8% 8.8%
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f. Payroll and benefit costs per person

Payroll costs per resident

Appendix Table 13

Total payroll costs in $000 Per resident[s] Mass $ / Percent change from
resident previous year listed

As reported by AHA as % of

USA S/

resident
USA Mass U.S.A. Mass. USA Mass.

1960 $3,499,472 $154,541 $19.51 $30.01 153.8%
1965 $5,643,645 $233,056 $29.26 $42.46 145.1% 49.9% 41.5%
1970 | $11,420,906 $493,571 $54.72 $86.15 157.5% 87.0% 102.9%
1975 | $20,652,510 $859,582 $94.23 $149.06 158.2% 72.2% 73.0%
1980 | $37,378,600 | $1,380,697 | $163.01 $242.11 148.5% 73.0% 62.4%
1981 | $44,041,980 | $1,584,266 | $190.05 $276.33 145.4% 16.6% 14.1%
1982 | $50,637,530 | $1,787,485 | $216.32 $311.04 143.8% 13.8% 12.6%
1983 | $55,525,387 | $1,961,774 | $234.93 $339.73 144.6% 8.6% 9.2%
1984 | $58,188,416 | $2,035,000 | $243.95 $349.71 143.4% 3.8% 2.9%
1985 | $60,361,047 | $2,160,167 | $250.74 $368.27 146.9% 2.8% 5.3%
1986 | $63,772,719 | $2,188,281 | $262.40 $370.98 141.4% 4.6% 0.7%
1987 | $68,305,773 | $2,356,400 | $278.42 $397.07 142.6% 6.1% 7.0%
1988 | $75,233,854 | $2,693,294 | $303.78 $450.18 148.2% 9.1% 13.4%
1989 | $81,975,238 | $2,952,711 | $327.80 $489.93 149.5% 7.9% 8.8%
1990 | $90,925,393 | $3,108,408 | $365.47 $516.69 141.4% 11.5% 5.5%
1991 | $100,066,935 | $3,438,300 | $397.91 $572.85 144.0% 8.9% 10.9%
1992 | $108,413,526 | $3,638,271 | $426.30 $606.91 142.4% 7.1% 5.9%
1993 | $114,455,174 | $3,799,350 | $444.40 $629.25 141.6% 4.2% 3.7%
1994 | $121,598,822 | $3,981,132 | $466.20 $654.64 140.4% 4.9% 4.0%
1995 | $125,297,465 | $4,000,588 | $474.33 $653.14 137.7% 1.7% -0.2%
1996 | $128,236,999 | $3,909,523 | $479.35 $633.71 132.2% 1.1% -3.0%
1997 | $132,259,288 | $4,052,991 | $488.17 $652.27 133.6% 1.8% 2.9%
1998 | $137,389,685 | $4,337,250 | $500.73 $693.02 138.4% 2.6% 6.2%
1999 | $142,502,147 | $4,449,190 | $512.83 $705.83 137.6% 2.4% 1.8%
2000 | $151,438,223 | $4,776,714 | $538.12 $752.35 139.8% 4.9% 6.6%
2001 | $161,734,716 | $5,028,545 | $568.83 $786.19 138.2% 5.7% 4.5%
2002 | $175,961,479 | $5,323,769 | $612.99 $827.43 135.0% 7.8% 5.2%
2003 | $187,822,974 | $5,762,958 | $648.58 $894.61 137.9% 5.8% 8.1%
2004 | $198,302,516 | $6,327,239 | $678.60 $982.73 144.8% 4.6% 9.8%
2005 | $211,481,580 | $6,666,264 | $717.15 | $1,035.92 144.5% 5.7% 5.4%
2006 | $225,892,043 | $7,431,186 | $758.89 | $1,153.70 152.0% 5.8% 11.4%
2007 | $238,341,728 | $7,981,174 | $793.00 | $1,235.13 155.8% 4.5% 7.1%
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Benefit costs per person

Appendix Table 14

Benefit costs in $000 Per resident[s] Mass $ / Percent change from
person previous year listed

As reported by AHA as % of

USAS$/

person
USA Mass U.S.A. Mass. USA Mass.

1980 $5,904,562 $213,401 $25.75 $37.42 145.3%
1981 $7,253,390 $253,807 $31.30 $44.27 141.4% 21.6% 18.3%
1982 $8,803,625 $308,177 $37.61 $53.63 142.6% 20.2% 21.1%
1983 | $10,198,773 $350,023 $43.15 $60.62 140.5% 14.7% 13.0%
1984 | $11,015,917 $367,532 $46.18 $63.16 136.8% 7.0% 4.2%
1985 | $11,640,214 $388,540 $48.35 $66.24 137.0% 4.7% 4.9%
1986 | $11,998,185 $408,472 $49.37 $69.25 140.3% 2.1% 4.5%
1987 | $12,686,536 $428,760 $51.71 $72.25 139.7% 4.7% 4.3%
1988 | $14,068,065 $448,492 $56.80 $74.96 132.0% 9.8% 3.8%
1989 | $16,068,539 $530,912 $64.25 $88.09 137.1% 13.1% 17.5%
1990 | $18,186,698 $601,122 $73.10 $99.92 136.7% 13.8% 13.4%
1991 | $21,021,489 $724,003 $83.59 $120.62 144.3% 14.4% 20.7%
1992 | $23,612,813 $778,783 $92.85 $129.91 139.9% 11.1% 7.7%
1993 | $25,886,444 $835,528 | $100.51 $138.38 137.7% 8.2% 6.5%
1994 | $27,139,581 $847,494 | $104.05 $139.36 133.9% 3.5% 0.7%
1995 | $27,765,528 $803,105 | $105.11 $131.12 124.7% 1.0% -5.9%
1996 | $27,547,713 $778,697 | $102.97 $126.22 122.6% -2.0% -3.7%
1997 | $28,032,852 $818,319 | $103.47 $131.70 127.3% 0.5% 4.3%
1998 | $28,847,754 $863,569 | $105.14 $137.98 131.2% 1.6% 4.8%
1999 | $29,858,634 $903,222 | $107.45 $143.29 133.3% 2.2% 3.8%
2000 | $31,685,539 $913,876 | $112.59 $143.94 127.8% 4.8% 0.5%
2001 | $34,640,089 $947,892 | $121.83 $148.20 121.6% 8.2% 3.0%
2002 | $40,049,573 | $1,075,878 | $139.52 $167.22 119.9% 14.5% 12.8%
2003 | $45,438,505 | $1,230,224 | $156.91 $190.97 121.7% 12.5% 14.2%
2004 | $50,316,894 | $1,427,715 | $172.19 $221.75 128.8% 9.7% 16.1%
2005 | $53,930,283 | $1,497,482 | $182.88 $232.70 127.2% 6.2% 4.9%
2006 | $57,781,527 | $1,718,608 | $194.12 $266.82 137.5% 6.1% 14.7%
2007 | $60,392,340 | $1,879,257 | $200.93 $290.83 144.7% 3.5% 9.0%
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Payroll and benefit costs (total labor costs) per person

Appendix Table 15

Payroll plus benefit costs in $000

Per resident[s]

Mass $ /

Percent change from

resident | previous year listed

As reported by AHA as % of

USA $/

resident
USA Mass U.S.A. Mass. USA Mass.

1980 $43,283,162 $1,594,098 $188.76 $279.53 148.1%
1981 $51,295,370 $1,838,073 $221.35 $320.61 144.8% 17.3% | 14.7%
1982 $59,441,155 $2,095,663 $253.93 $364.66 143.6% 14.7% | 13.7%
1983 $65,724,160 $2,311,797 $278.08 $400.35 144.0% 9.5% 9.8%
1984 $69,204,333 $2,402,532 $290.14 $412.87 142.3% 4.3% 3.1%
1985 $72,001,261 $2,548,707 $299.10 $434.51 145.3% 3.1% 5.2%
1986 $75,770,904 $2,596,754 $311.77 $440.23 141.2% 4.2% 1.3%
1987 $80,992,310 $2,785,160 $330.14 $469.32 142.2% 5.9% 6.6%
1988 $89,301,919 $3,141,786 $360.59 $525.14 145.6% 9.2% | 11.9%
1989 $98,043,776 $3,483,623 $392.05 $578.02 147.4% 8.7% | 10.1%
1990 $109,112,090 $3,709,529 $438.57 $616.61 140.6% 11.9% 6.7%
1991 $121,088,424 $4,162,303 $481.50 $693.47 144.0% 9.8% | 12.5%
1992 $132,026,339 $4,417,054 $519.15 $736.82 141.9% 7.8% 6.3%
1993 $140,341,617 $4,634,878 $544.91 $767.63 140.9% 5.0% 4.2%
1994 $148,738,403 $4,828,626 $570.25 $794.00 139.2% 4.6% 3.4%
1995 $153,062,994 $4,803,693 $579.44 $784.25 135.3% 1.6% -1.2%
1996 $155,784,712 $4,688,225 $582.33 $759.93 130.5% 0.5% -3.1%
1997 $160,292,140 $4,871,307 $591.64 $783.96 132.5% 1.6% 3.2%
1998 $166,237,438 $5,300,817 $605.87 $846.99 139.8% 2.4% 8.0%
1999 $172,360,788 $5,252,410 $620.28 $833.25 134.3% 2.4% -1.6%
2000 $183,123,762 $5,690,593 $650.71 $896.28 137.7% 4.9% 7.6%
2001 $196,374,805 $5,976,437 $690.66 $934.39 135.3% 6.1% 4.3%
2002 $216,011,052 $6,399,647 $752.51 $994.65 132.2% 9.0% 6.4%
2003 $233,261,479 $6,993,182 $805.49 $1,085.59 134.8% 7.0% 9.1%
2004 $248,619,410 $7,754,954 $850.79 $1,204.48 141.6% 56% | 11.0%
2005 $265,411,863 $8,163,746 $900.03 $1,268.63 141.0% 5.8% 5.3%
2006 $283,673,570 $9,149,794 $953.00 $1,420.52 149.1% 59% | 12.0%
2007 $298,734,068 $9,860,431 $993.93 $1,525.96 153.5% 4.3% 7.4%
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Non-labor costs

Appendix Table 16

Non-labor costs (in $000) Per resident[s] Mass $/ | Percent change
Calculated from data person from previous
reported by AHA as % of year listed

USA$/

person
USA Mass U.S.A. Mass. USA Mass.

1980 $33,567,984 $1,139,242 $144.86 $198.71 137.2%
1981 $39,277,052 $1,321,700 $169.49 $230.54 136.0% | 17.0% | 16.0%
1982 $45,434,469 $1,486,964 $194.10 $258.74 133.3% | 14.5% | 12.2%
1983 $50,713,515 $1,609,914 $214.57 $278.80 129.9% | 10.5% 7.8%
1984 $54,132,087 $1,757,188 $226.95 $301.97 133.1% 5.8% 8.3%
1985 $58,497,805 $1,909,852 $243.00 $325.59 134.0% 7.1% 7.8%
1986 $64,883,271 $2,002,159 $266.97 $339.43 127.1% 9.9% 4.3%
1987 $71,592,232 $2,158,980 $291.82 $363.80 124.7% 9.3% 7.2%
1988 $79,420,620 $2,494,920 $320.69 $417.02 130.0% 9.9% | 14.6%
1989 $86,853,728 $2,676,985 $347.30 $444.18 127.9% 8.3% 6.5%
1990 $94,580,501 $2,833,493 $380.16 $470.99 123.9% 9.5% 6.0%
1991 $103,934,964 $3,122,543 $413.29 $520.24 125.9% 8.7% | 10.5%
1992 $116,068,527 $3,428,832 $456.40 $571.97 125.3% | 10.4% 9.9%
1993 $125,747,468 $3,873,034 $488.24 $641.45 131.4% 7.0% | 12.1%
1994 $127,040,367 $3,844,166 $487.06 $632.12 129.8% | -0.2% -1.5%
1995 $132,525,384 $4,020,233 $501.70 $656.34 130.8% 3.0% 3.8%
1996 $137,970,539 $4,130,821 $515.74 $669.58 129.8% 2.8% 2.0%
1997 $145,471,347 $4,667,802 $536.94 $751.21 139.9% 41% | 12.2%
1998 $152,596,433 $5,014,621 $556.15 $801.26 144.1% 3.6% 6.7%
1999 $162,885,480 $5,265,751 $586.18 $835.37 142.5% 5.4% 4.3%
2000 $173,440,028 $5,457,587 $616.30 $859.58 139.5% 5.1% 2.9%
2001 $187,359,952 $6,079,360 $674.26 $964.44 143.0% 9.4% | 12.2%
2002 $200,580,007 $6,580,158 $721.83 | $1,043.89 144.6% 7.1% 8.2%
2003 $216,862,778 $7,007,598 $780.43 | $1,111.70 142.4% 8.1% 6.5%
2004 $232,627,177 $7,369,223 $837.16 | $1,169.07 139.6% 7.3% 5.2%
2005 $250,328,463 $7,915,503 $900.87 | $1,255.73 139.4% 7.6% 7.4%
2006 $268,161,758 $8,926,122 $965.04 | $1,416.06 146.7% 7.1% | 12.8%
2007 $284,518,220 $9,619,919 $946.63 | $1,488.74 157.3% | -1.9% 5.1%
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g. Payroll and benefits (average payments) per worker

Payroll per worker (average pay per FTE worker)

Appendix Table 17

Calculated from data

Mass/FTE as

Percent change from

reported by AHA % of previous year listed
USA/FTE

USA Mass USA Mass.
1960 $3,239 $3,784 116.8%
1965 $4,071 $4,334 106.4% 25.7% 14.5%
1970 $5,921 $6,824 115.2% 45.4% 57.5%
1975 $8,635 $9,821 113.7% 45.8% 43.9%
1980 $13,010 $14,012 107.7% 50.7% 42.7%
1981 $14,520 $15,439 106.3% 11.6% 10.2%
1982 $16,319 $16,967 104.0% 12.4% 9.9%
1983 $17,937 $19,039 106.1% 9.9% 12.2%
1984 $19,288 $19,931 103.3% 7.5% 4.7%
1985 $20,140 $21,367 106.1% 4.4% 7.2%
1986 $21,083 $22,237 105.5% 4.7% 4.1%
1987 $21,938 $23,149 105.5% 4.1% 4.1%
1988 $23,473 $25,714 109.5% 7.0% 11.1%
1989 $24,816 $28,063 113.1% 5.7% 9.1%
1990 $26,590 $30,793 115.8% 7.1% 9.7%
1991 $28,305 $33,711 119.1% 6.4% 9.5%
1992 $29,950 $34,663 115.7% 5.8% 2.8%
1993 $31,130 $35,240 113.2% 3.9% 1.7%
1994 $32,933 $36,728 111.5% 5.8% 4.2%
1995 $33,738 $37,613 111.5% 2.4% 2.4%
1996 $34,427 $36,164 105.0% 2.0% -3.9%
1997 $34,899 $36,897 105.7% 1.4% 2.0%
1998 $35,862 $39,582 110.4% 2.8% 7.3%
1999 $37,130 $40,367 108.7% 3.5% 2.0%
2000 $38,717 $40,531 104.7% 4.3% 0.4%
2001 $40,627 $40,704 100.2% 4.9% 0.4%
2002 $43,239 $44,332 102.5% 6.4% 8.9%
2003 $45,714 $47,867 104.7% 5.7% 8.0%
2004 $47,807 $53,597 112.1% 4.6% 12.0%
2005 $49,680 $57,786 116.3% 3.9% 7.8%
2006 $52,007 $61,187 117.7% 4.7% 5.9%
2007 $53,380 $60,208 112.8% 2.6% -1.6%
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Benefits per FTE worker

Appendix Table 18

Calculated from data

Mass/FTE as

Percent change from

reported by AHA % of previous year listed
USA/FTE

USA Mass USA Mass.
1980 $2,055 $2,166 105.4%
1981 $2,391 $2,473 103.4% 16.4% 14.2%
1982 $2,837 $2,925 103.1% 18.6% 18.3%
1983 $3,295 $3,397 103.1% 16.1% 16.1%
1984 $3,651 $3,600 98.6% 10.8% 6.0%
1985 $3,884 $3,843 99.0% 6.4% 6.8%
1986 $3,967 $4,151 104.6% 2.1% 8.0%
1987 $4,075 $4,212 103.4% 2.7% 1.5%
1988 $4,389 $4,282 97.6% 7.7% 1.7%
1989 $4,864 $5,046 103.7% 10.8% 17.8%
1990 $5,318 $5,955 112.0% 9.3% 18.0%
1991 $5,946 $7,099 119.4% 11.8% 19.2%
1992 $6,523 $7,420 113.7% 9.7% 4.5%
1993 $7,041 $7,750 110.1% 7.9% 4.4%
1994 $7,350 $7,818 106.4% 4.4% 0.9%
1995 $7,476 $7,551 101.0% 1.7% -3.4%
1996 $7,396 $7,203 97.4% -1.1% -4.6%
1997 $7,397 $7,450 100.7% 0.0% 3.4%
1998 $7,530 $7,881 104.7% 1.8% 5.8%
1999 $7,780 $8,195 105.3% 3.3% 4.0%
2000 $8,101 $7,754 95.7% 4.1% -5.4%
2001 $8,701 $7,673 88.2% 7.4% -1.1%
2002 $9,841 $8,959 91.0% 13.1% 16.8%
2003 $11,059 $10,218 92.4% 12.4% 14.1%
2004 $12,131 $12,094 99.7% 9.7% 18.4%
2005 $12,669 $12,981 102.5% 4.4% 7.3%
2006 $13,303 $14,151 106.4% 5.0% 9.0%
2007 $13,526 $14,177 104.8% 1.7% 0.2%
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Payroll plus benefits per FTE worker

Appendix Table 19

Calculated from data

Mass/FTE as

Percent change from

reported by AHA % of previous year listed
USA/FTE

USA Mass USA Mass.
1980 $15,065 $16,178 107.4%
1981 $16,911 $17,913 105.9% 12.3% 10.7%
1982 $19,156 $19,892 103.8% 13.3% 11.0%
1983 $21,231 $22,436 105.7% 10.8% 12.8%
1984 $22,939 $23,530 102.6% 8.0% 4.9%
1985 $24,024 $25,211 104.9% 4.7% 7.1%
1986 $25,049 $26,388 105.3% 4.3% 4.7%
1987 $26,012 $27,361 105.2% 3.8% 3.7%
1988 $27,862 $29,996 107.7% 7.1% 9.6%
1989 $29,681 $33,109 111.6% 6.5% 10.4%
1990 $31,909 $36,748 115.2% 7.5% 11.0%
1991 $34,251 $40,810 119.1% 7.3% 11.1%
1992 $36,473 $42,083 115.4% 6.5% 3.1%
1993 $38,171 $42,990 112.6% 4.7% 2.2%
1994 $40,283 $44,546 110.6% 5.5% 3.6%
1995 $41,214 $45,163 109.6% 2.3% 1.4%
1996 $41,823 $43,368 103.7% 1.5% -4.0%
1997 $42,296 $44,347 104.8% 1.1% 2.3%
1998 $43,392 $48,376 111.5% 2.6% 9.1%
1999 $44,909 $47,655 106.1% 3.5% -1.5%
2000 $46,818 $48,286 103.1% 4.2% 1.3%
2001 $49,328 $48,377 98.1% 5.4% 0.2%
2002 $53,081 $53,291 100.4% 7.6% 10.2%
2003 $56,774 $58,085 102.3% 7.0% 9.0%
2004 $59,938 $65,691 109.6% 5.6% 13.1%
2005 $62,349 $70,766 113.5% 4.0% 7.7%
2006 $65,310 $75,338 115.4% 4.8% 6.5%
2007 $66,905 $74,385 111.2% 2.4% -1.3%
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h. Total spending, and labor/non-labor breakdowns

Total hospital spending

Appendix Table 20

Per 1,000 people Mass/ | Percent change from
Total hospital spending 1,000 previous year listed

people

As reported by AHA as % of

USA/

1,000

people
USA Mass | U.S.A. Mass. USA Mass.

(in $ 000) (in $ 000) | (in$000) | (in$ 000)

1960 $5,616,940 $237,857 $31 $46 | 147.5%
1965 $9,147,158 $366,559 $47 $67 | 140.8% 51.4% 44.6%
1970 | $19,559,675 $815,344 $94 $142 | 151.9% 97.6% 113.1%
1975 | $38,961,563 $1,562,277 $178 $271 | 152.4% 89.7% 90.4%
1980 | $76,851,146 $2,733,340 $335 $479 | 143.0% 88.5% 76.9%
1981 | $90,572,422 $3,159,773 $391 $551 | 141.0% 16.6% 15.0%
1982 | $104,875,624 $3,582,627 $448 $623 | 139.1% 14.6% 13.1%
1983 | $116,437,675 $3,921,711 $493 $679 | 137.9% 10.0% 8.9%
1984 | $123,336,420 $4,159,720 $517 $715 | 138.2% 5.0% 5.3%
1985 | $130,499,066 $4,458,559 $542 $760 | 140.2% 4.8% 6.3%
1986 | $140,654,175 $4,598,913 $579 $780 | 134.7% 6.8% 2.6%
1987 | $152,584,542 $4,944,140 $622 $833 | 134.0% 7.5% 6.9%
1988 | $168,722,539 $5,636,706 $681 $942 | 138.3% 9.5% 13.1%
1989 | $184,897,504 $6,160,608 $739 | $1,022 | 138.3% 8.5% 8.5%
1990 | $203,692,591 $6,543,022 $819 | $1,088 | 132.8% 10.7% 6.4%
1991 | $225,023,388 $7,284,846 $895 | $1,214 | 135.6% 9.3% 11.6%
1992 | $248,094,866 $7,845,886 $976 | $1,309 | 134.2% 9.0% 7.8%
1993 | $266,089,085 $8,507,912 | $1,033 | $1,409 | 136.4% 5.9% 7.7%
1994 | $275,778,770 $8,672,792 | $1,057 | $1,426 | 134.9% 2.3% 1.2%
1995 | $285,588,378 $8,823,926 | $1,081 | $1,441 | 133.2% 2.3% 1.0%
1996 | $293,755,251 $8,819,046 | $1,098 | $1,430 | 130.2% 1.6% -0.8%
1997 | $305,763,487 $9,539,109 | $1,129 | $1,535 | 136.0% 2.8% 7.4%
1998 | $318,833,871 $10,315,438 | $1,162 | $1,648 | 141.8% 3.0% 7.4%
1999 | $335,246,268 $10,518,161 | $1,206 | $1,669 | 138.3% 3.8% 1.2%
2000 | $356,563,790 $11,148,180 | $1,267 | $1,756 | 138.6% 5.0% 5.2%
2001 | $383,734,757 $12,055,797 | $1,346 | $1,882 | 139.8% 6.3% 7.2%
2002 | $416,591,059 $12,979,805 | $1,448 | $2,015 | 139.1% 7.5% 7.1%
2003 | $450,124,257 $14,000,780 | $1,551 | $2,174 | 140.1% 7.1% 7.9%
2004 | $481,246,587 $15,124,177 | $1,643 | $2,349 | 143.0% 5.9% 8.1%
2005 | $515,740,326 $16,079,249 | $1,745 | $2,499 | 143.2% 6.2% 6.4%
2006 | $551,835,328 $18,075,916 | $1,850 | $2,805 | 151.7% 6.0% 12.3%
2007 | $583,252,288 $19,480,350 | $1,941 | $3,015 | 155.4% 4.9% 7.5%
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Labor share of total spending

Appendix Table 21

Labor share of total spending

As reported by AHA

Massachusetts share
of total spending as
% of USA share

Percent change from
previous year listed

USA Mass USA Mass.
1980 56.3% 58.3% 103.6%
1981 56.6% 58.2% 102.7% 0.6% -0.3%
1982 56.7% 58.5% 103.2% 0.1% 0.6%
1983 56.4% 58.9% 104.4% -0.4% 0.8%
1984 56.1% 57.8% 102.9% -0.6% -2.1%
1985 55.2% 57.2% 103.6% -1.7% -1.0%
1986 53.9% 56.5% 104.8% -2.4% -1.2%
1987 53.1% 56.3% 106.1% -1.5% -0.2%
1988 52.9% 55.7% 105.3% -0.3% -1.1%
1989 53.0% 56.5% 106.6% 0.2% 1.4%
1990 53.6% 56.7% 105.8% 1.0% 0.3%
1991 53.8% 57.1% 106.2% 0.5% 0.8%
1992 53.2% 56.3% 105.8% -1.1% -1.5%
1993 52.7% 54.5% 103.3% -0.9% -3.3%
1994 53.9% 55.7% 103.2% 2.2% 2.2%
1995 53.6% 54.4% 101.6% -0.6% -2.3%
1996 53.0% 53.2% 100.2% -1.1% -2.4%
1997 52.4% 51.1% 97.4% -1.2% -4.1%
1998 52.1% 51.4% 98.6% -0.5% 0.6%
1999 51.4% 49.9% 97.1% -1.4% -2.9%
2000 51.4% 51.0% 99.4% -0.1% 2.2%
2001 51.2% 49.6% 96.9% -0.4% -3.0%
2002 51.9% 49.3% 95.1% 1.3% -0.5%
2003 51.8% 49.9% 96.4% -0.1% 1.3%
2004 51.7% 51.3% 99.3% -0.3% 2.6%
2005 51.5% 50.8% 98.7% -0.4% -1.0%
2006 51.4% 50.6% 98.5% -0.1% -0.3%
2007 51.2% 50.6% 98.8% -0.4% 0.0%
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Payroll share of total spending

Appendix Table 22

Payroll share of total spending

Calculated from data
reported by AHA

Massachusetts share
of total spending as
% of USA share

Percent change from
previous year listed

USA Mass USA Mass.
1960 62.3% 65.0% 104.3%
1965 61.7% 63.6% 103.0% -1.0% -2.1%
1970 58.4% 60.5% 103.7% -5.4% -4.8%
1975 53.0% 55.0% 103.8% -9.2% -9.1%
1980 48.6% 50.5% 103.9% -8.2% -8.2%
1981 48.6% 50.1% 103.1% 0.0% -0.7%
1982 48.3% 49.9% 103.3% -0.7% -0.5%
1983 47.7% 50.0% 104.9% -1.2% 0.3%
1984 47.2% 48.9% 103.7% -1.1% -2.2%
1985 46.3% 48.4% 104.7% -2.0% -1.0%
1986 45.3% 47.6% 104.9% -2.0% -1.8%
1987 44.8% 47.7% 106.5% -1.3% 0.2%
1988 44.6% 47.8% 107.2% -0.4% 0.3%
1989 44.3% 47.9% 108.1% -0.6% 0.3%
1990 44.6% 47.5% 106.4% 0.7% -0.9%
1991 44 .5% 47.2% 106.1% -0.4% -0.7%
1992 43.7% 46.4% 106.1% -1.7% -1.8%
1993 43.0% 44.7% 103.8% -1.6% -3.7%
1994 44.1% 45.9% 104.1% 2.5% 2.8%
1995 43.9% 45.3% 103.3% -0.5% -1.2%
1996 43.7% 44.3% 101.5% -0.5% -2.2%
1997 43.3% 42 .5% 98.2% -0.9% -4.2%
1998 43.1% 42.0% 97.6% -0.4% -1.0%
1999 42.5% 42.3% 99.5% -1.4% 0.6%
2000 42.5% 42.8% 100.9% -0.1% 1.3%
2001 42.1% 41.7% 99.0% -0.8% -2.7%
2002 42.2% 41.0% 97.1% 0.2% -1.7%
2003 41.7% 41.2% 98.6% -1.2% 0.4%
2004 41.2% 41.8% 101.5% -1.2% 1.6%
2005 41.0% 41.5% 101.1% -0.5% -0.9%
2006 40.9% 41.1% 100.4% -0.2% -0.8%
2007 40.9% 41.0% 100.3% -0.2% -0.3%
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ENDNOTES

! Throughout, we rely heavily on the annual American Hospital Association report, Hospital
Statistics, for comparative Massachusetts — U.S.A. data. Hospital fiscal year 2007 is the most
recent year for which these comparative multi-state data are available.

2 This is attributed in various forms to Albert Einstein.

® Throughout, we use consumer price index data because the more appropriate producer price
index data are available only from the early 1990s.

* Unless noted otherwise, all years are hospital fiscal years (HFY). The great majority of
Massachusetts hospitals report fiscal years from 1 October to 30 September. A few report 1July
to 30 June fiscal years.

® Data on individual hospitals’ expenses and revenues between 2001 and 2008 were provided by
the Massachusetts Division of Health Care Finance and Policy. We are very grateful to the
Division for its extremely professional, effective, and timely help.

® The gap between the two sets of data on expenditures before 2007 point to the possibility that
the AHA data may have gradually become more complete or accurate over time. The same may
apply to possible explanations for higher spending, such as volumes of care or number of
employees.

" Council of Teaching Hospitals of the American Association of Medical Colleges.

# Recommendations of the Special Commission on the Health Care Payment System, 16 July
2009, http://www.mass.gov/Eeohhs2/docs/dhcfp/pc/Final_Report/Final_Report.pdf.

® Christine E. Eibner, Peter S. Hussey, M. Susan Ridgely, and Elizabeth A. McGlynn, Controlling
Health Care Spending in Massachusetts: An Analysis of Options, RAND Health, August 2009,
http://www.mass.gov/Eeohhs2/docs/dhcfp/r/pubs/09/control_health care _spending_rand_08-07-

09.pdf.

19 See, for example, William A. Glaser, “The United States Needs a Health System Like Other
Countries,” JAMA, Vol. 270, No. 8 (25 August 1993), pp. 980-984, http://jama.ama-
assn.org.ezproxy.bu.edu/cgi/reprint/270/8/980; William A. Glaser, “How Other Nations Do I,
http://www.healthpaconline.net/rekindling/Articles/Glasser.htm.

1 Alan Sager and Deborah Socolar, The World’s Most Expensive Health Care:

Massachusetts Health Care Costs, 1980 to 1998, Boston: Access and Affordability Monitoring
Project, Boston University School of Public Health: 2 October 2000,
www.healthreformprogram.org

'2 Milton I. Roemer, “Bed Supply and Hospital Utilization: A Natural Experiment,” Hospitals,
Vol. 35 (1 November 1961), pp. 36-42.

3 Walter McClure, Reducing Excess Hospital Capacity, Excelsior, Minnesota: InterStudy, 15
October 1976.
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Y For a fine example of an improvement in managerial efficiency, through the work of Prof.
Eugene Litvak, see Scot Allen, “A Simple Prescription that Could Dramatically Improve
Hospitals—and American Health Care,” Boston Globe, 30 August 2009,
http://www.boston.com/bostonglobe/ideas/articles/2009/08/30/a_simple change could dramatic
ally _improve hospitals_ndash _and_american_health _care?mode=PF.

1> Alan Sager and Deborah Socolar, Before It's Too Late: Why Hospital Closings Are Becoming a
Problem, Not a Solution-- Early Findings from the Massachusetts Hospital Reconfiguration
Study, 2" edition, 2 June 1997; Alan Sager and Deborah Socolar, Massachusetts Should Identify
and Stabilize All the Hospitals Needed to Protect the Health of the Public, Boston: Access and
Affordability Monitoring Project, Boston University School of Public Health, 20 May 1999,
submitted as testimony on H. 781, Health Care Committee, Massachusetts General Court; Alan
Sager and Deborah Socolar, Many Massachusetts Hospitals Have Financial Problems, and These
Must Be Addressed, but an Across-the-board Medicaid Rate Increase Is Not an Effective
Solution, Boston: Access and Affordability Monitoring Project, Boston University School of
Public Health, 18 December 2000, www.healthreformprogram.org; Alan Sager and Deborah
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State Should Alter Its Closings Policy,” Boston Globe Focus, 3 March 2002; Alan Sager and
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to Health Care, Boston: Health Reform Program, 20 November 2006,
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and Doctors for Individual Episodes of Care, While Reasonable and Well-intentioned, Are Not
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Doctors Agents of Health Care Cost Controls,” op-ed, Boston Globe, 21 July 2008; and Alan
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1 American Hospital Association, Hospitals, J.A.H.A., Annual Guide Issue and Hospital
Statistics, various years. See also Alan Sager and Deborah Socolar, Before It’s Too Late: Why
Hospital Closings Are a Problem, Not a Solution, 2" Edition, Access and Affordability
Monitoring Project, Boston University School of Public Health, 2 June 1997,
www.healthreformprogram.org.

'8 Alan Sager and Deborah Socolar, Before It’s Too Late: Why Hospital Closings Are a Problem,
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20 National Center for Health Statistics, Health United States, 2008, Table 94,
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2! Margaret O’Malley, “We Deserve More,” Gloucester Daily Times, 29 April 1998.

22 Andrew Bindman, Dennis Keane, and Nicole Lurie, “A Public Hospital Closes: Impact on
Patients’ Access to Care and Health Status,” Journal of the American Medical Association, \Vol.
264, No. 22 (12 December 1990), pp. 2899-2904.

2 For example, the 1990 case mix-adjusted inpatient cost per discharge for hospitals closing by
1997 was $4,832, actually 1.2 percent below the $4,891 for hospitals remaining open (significant
at 0.880). Some 630 hospitals were studied in the 52 cities.

% See, for example, “New Report Finds Hospital Beds Could Run Out in Massachusetts if 35
Percent of Americans Get HIN1,” media release, Trust for America’s Health, October 2009,
http://healthyamericans.org/reports/hinl1/?stateid=MA, and the related report, HIN1 Challenges
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Why Hospital Closings Are Becoming a Problem, Not a Solution-- Early Findings from the
Massachusetts Hospital Reconfiguration Study, 2™ edition, 2 June 1997.

% Steven A.R. Webb and others, “Critical Care Services and 2009 HIN1 Influenza in Australia
and New Zealand,” NEJM, Vol. 361 (8 October 2009), web first; Guillermo Dominguez-Cherit
and others, “Critically Il Patients with 2009 Influenza A (H1N1) in Mexico,” JAMA, Vol. 302,
No. 17 (12 October 2009), web first; and Anand Kumar and Others, “Critically 11l Patients with
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% An Act Establishing a Temporary System for the Review of Charges for the Purchase of
Hospital Care in the Commonwealth, chapter 495 of the Acts of 1975,
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for example, the United States hospital spending here in Exhibit 1, $1,930 per person in 2004,
exceeds the $1,639 figure reported for the same year in Exhibit 5.

32 Calculated from American Hospital Association, Hospital Statistics, 2009 Edition, Chicago:
The Association, 2009, Table 1.

% Please note: (1) “Personal health care spending” refers to spending from all sources—
individuals, insurers, government programs, and others—for health care services and products to
care for individuals, as opposed to spending on medical research (non-commercial), public health
programs, construction, insurance administration and profit. (2) Prescription drug costs in these
National Health Expenditures data exclude the costs of prescription drugs used in hospitals and
nursing homes, which are tallied as part of the overall costs in those sectors.

% We calculated hospital costs as a share of personal health care expenditures for each year from
1980 to 2004. The data are found at Office of the Actuary, Centers for Medicare and Medicaid
Services, Health Expenditures Data by State, 1980 — 2004,
http://www.cms.hhs.gov/NationalHealthExpendData/05a_NationalHealthAccountsStateHealthAc
countsProvider.asp#TopOfPage.

% Office of the Actuary, Centers for Medicare and Medicaid Services, Health Expenditures Data
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http://www.cms.hhs.gov/NationalHealthExpendData/05a_NationalHealthAccountsStateHealthAc
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Most Expensive Health Care: Massachusetts Health Care Costs, 1980 to 1998, Boston: Access
and Affordability Monitoring Project, Boston University School of Public Health, posted 17
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52 |t is probably not appropriate to make much of occupancy rates, for that matter. While
occupancy rates are supposed to be expressed as a percentage of beds set up and staffed, it
appears that most hospitals inappropriately report licensed beds as their denominator. This
artificially deflates occupancy rates. In practice, hospitals seem to staff only the beds that are
used, which means that each hospital runs very close to a 100 percent occupancy rate—as a
percentage of beds set up and staffed—each day of the year. If nursing availability constrained
staffed beds in 2005, then a cut in LOS in 2006 might have been necessary to fit in a greater
number of admissions. But lower LOS means greater average acuity of patient need, other things
equal, which should have meant that the increased admissions in 2006 would have required a rise
in nursing FTEs per occupied bed. Even so, as mentioned in the section on hospital beds per
1,000 people, a higher occupancy rate should be associated with lower fixed costs (especially
capital costs) per bed.

%% See, for example, Liz Kowalczyk, “85 percent of hospital units met their nurse staffing goals,”
Boston Globe, 14 February 2007,
http://www.boston.com/yourlife/health/blog/2007/02/85_percent_of h.html

> We disaggregated the total variance in hospital employees’ wage and fringe benefit cost per
resident between the U.S. and Massachusetts into a price variance (dollars per employee) and a
quantity variance (employees per resident).

The price variance was $152 per Massachusetts resident and the quantity variance was $375 per
Massachusetts resident. These summed to a total variance of $527 per resident, 0.9 percent less
than the actual total variance of $532 per resident.

% See, for example, Mark Hollmer, “Suburban hospitals go on building tear,” Boston Business
Journal, 25 February 2005, http://boston.bizjournals.com/boston/stories/2005/02/28/story2.html,
which described “a capital-spending boom on a scale not seen in years.”

*® Median operating margins rose from 0.7 percent in HFY 2008 to 1.7 percent in the first three
quarters of HFY 2009. See Massachusetts Division of Health Care Finance and Policy, Health
Care in Massachusetts: Key Indicators, November 2009,
http://www.mass.gov/Eeohhs2/docs/dhcfp/r/pubs/09/key indicators_nov_09.pdf.

" \We exclude 1949 as an extreme outlier.

% Bruce C. Vladeck, “Why Non-profits Go Broke.” The Public Interest, Vol. 42 (Winter 1976),
pp. 86-101.

% Admissions from American Hospital Association, Hospitals, J.A.H.A., Guide Issue, 1971;
COTH hospitals identified in American Hospital Association Guide to the Health Care Field,
1974 Edition, Chicago: The Association, 1975.

% “The AAMC's Council of Teaching Hospitals and Health Systems (COTH) is composed of
approximately 400 major teaching hospitals and health systems, including 64 Veterans Affairs
Medical Centers,” according to COTH. See http://www.aamc.org/members/coth/, access
confirmed 7 August 2008. At the same time, COTH identifies 270 acute care non-federal
hospitals in the U.S. COTH, personal communication, October 2006.
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8 Office of Attorney General Martha Coakley, Investigation of Health Care Cost Trends and Cost
Drivers: Preliminary Report, 29 January 2010, p. 12.
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